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39. Property located at 


40. Option 1. 
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EXCLUSIVE RIGHT TO SELL 
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Listing display on the Internet. If Seller selects “No,” this listing will not be included in MLS data feeds 
to Internet web sites that display property listing data, whether intended for advertising the Property or 
providing online brokerage services (e.g., VOWs). Brokers participating in MLS can still disclose the listing 
to customers/clients via other means, including e-mail, fax, mail, hand delivery, and orally. 


Shall the Property listing be displayed on the Internet, including sold information? |] Yes No 


Seller understands and acknowledges that if Seller has selected “No” for Option 1, consumers who 
conduct searches for listings on the Internet will not see information about the Property in response to 
their searches. 


48. If “No” was selected at Option 1, skip Options 2-4. If “Yes” was selected for Option 1, continue to Option 2. 


49. Option 2. 


56. Option 3. 


65. Option 4. 


Listing address (house and unit numbers and street name) display on the Internet. If Seller selects 
“No,” the address of the Property will be hidden on web sites receiving data feeds from MLS that result in 
Internet listing display, whether intended for advertising the Property or providing online brokerage services 
(e.g., VOWs). Brokers participating in MLS can still disclose the address to customers/clients via other 
means, including e-mail, fax, mail, hand delivery, and orally. 


Shall the listing address (house and unit numbers and street name) be displayed 
on the Internet? Yes No 


An automated valuation of the Property listing or a link to an automated valuation of it may be 
displayed adjacent to the listing. Some VOWs or IDX sites may provide an automated valuation model 
(“AVM”) function/service. An AVM uses statistical calculations to estimate the value of a property based 
upon data from public records, MLS, and other sources, and incorporating certain assumptions. The 
accuracy of AVMs has sometimes been criticized because they do not take into consideration all relevant 
factors in valuing a property. Seller, by selecting “No,” may prohibit display of an automated valuation of 
his or her listing adjacent to the listing. 


Shall an automatic valuation of the Property listing or a link to an automated 
valuation be displayed adjacent to the listing? Yes No 


Comments or reviews of the Property by persons other than the displaying broker may be displayed 
with or attached as a link to the listing data of the Property. Some VOWs or IDX sites may provide 
functionality that permits the customers/clients using the VOW or IDX site to enter comments or reviews 
with the listing or by hyperlink to such comments or reviews. Note that the broker displaying the listing on 
his or her VOW or IDX site may add commentary representing his or her professional judgment regarding 
the listing’s value, etc. 


Shall comments or reviews of the Property by persons other than the displaying 
broker be displayed with or attached as a link to the listing data of the Property? Yes No 


73. LISTED FOR LEASE: The Property IS IS NOT currently listed for lease. If IS, the listing broker is 


74. 


seceeeeeeee (Check one.)---------- 


. If IS NOT, Seller |__| MAY |_|MAY NOT list the Property for lease during the 


one (Check one.)---------- 


75. terms of this Contract with another broker. 


76. Nothing in this Contract shall prohibit Broker and Seller from entering into a listing agreement for the lease of this 
77. Property upon terms acceptable to both parties. 
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Figure 10.2: Sample Listing Agreement (Continued) 
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Property located at 


SELLER’S OBLIGATION: Seller shall notify Broker of relevant information important to the sale of the Property. 
Seller shall cooperate with Broker in selling the Property. Seller shall promptly inform Broker about all inquiries Seller 
receives about the Property. Seller agrees to provide and pay for any inspections and reports required by any 
governmental authority. Seller agrees to provide unit owners’ association documents, if required. Seller shall remain 
responsible for security, maintenance, utilities, and insurance during the term of this Contract, and for safekeeping, 
securing and/or concealing any valuable personal property. Seller shall surrender any abstract of title and.a copy of any 
owner’s title insurance policy for this Property, if in Sellers possession or control, to buyer or buyer's designated title 
service provider. Seller shall take all actions necessary to convey marketable title by the date of closing as agreed to in 
a purchase agreement. Seller shall sign all documents necessary to transfer to buyer marketable title to the Property. 
Seller has the full legal right to sell the Property. 


Access to the Property: To facilitate the showing and sale of the Property, Seller authorizes Broker to: 
1. access the Property; 
2. authorize other brokers and their salespersons, inspectors, appraisers, contractors, and other industry 
professionals to access the Property at reasonable times and upon reasonable notice; and 
3. duplicate keys to facilitate convenient and efficient showings of the Property. 


Authorizing access means giving Broker permission to allow the above-referenced persons to enter the Property, with 
or without a licensed salesperson present, disclosing to the other person any security codes necessary to enter the 
Property, and lending a key to the other person to enter the Property, directly or through a lockbox. Seller agrees to 
commit no act which might tend to obstruct Broker’s performance here. If the Property is occupied by someone other 
than Seller, Seller shall comply with Minnesota law and any applicable lease provisions of an existing lease and provide 


. tenant with proper notice in advance of any Property showing. Seller understands the prospective buyers and others 
101. 
102. 


authorized to access the Property may record the Property by photograph, video, or other medium while accessing 
the Property. 


RECORDING ONTHE PROPERTY: Seller understands that MN Statute 626A.02 specifically prohibits the interception 
of oral communications without the consent of at least one of the two parties to the communication. Seller should seek 
appropriate legal advice regarding compliance with this statute if Seller intends to utilize technology that may intercept 
oral communications between persons other than Seller. 


SELLER CONTENT LICENSE: In the event Seller provides content, including, but not limited to, any photos or videos 
of the Property (“Seller Content”) to Broker, Seller grants to Broker a nonexclusive, perpetual, world-wide, transferable, 
royalty free license to sub-license (including through multiple tiers), reproduce, distribute, display, perform, and create 
derivative works of the Seller Content. Seller represents and warrants that Seller has authority to provide Seller Content 
and Seller Content does not violate any restrictions regarding use including any third-party intellectual property rights 
or laws. Seller agrees to execute any further documents that are necessary to effect this license. 


NOTICE: THE COMPENSATION FORTHE SALE, LEASE, RENTAL, OR MANAGEMENT OF REAL PROPERTY 
SHALL BE DETERMINED BETWEEN EACH INDIVIDUAL BROKER AND THE BROKER’S CLIENT. 


BROKER’S COMPENSATION: 


Seller agrees to pay Broker a retainer fee of $ at the commencement of this 
Contract, which fee should be kept by Broker whether or not Seller sells the Property. The retainer fee will apply toward 
satisfaction of any obligation to compensate Broker. 


Seller shall pay Broker, as Broker’s compensation, ______________— percent (%) of the selling price or 
$ , whichever is greater, if Seller sells or agrees to sell the Property during 
the term of this Contract. 

Other: 
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In addition, if before this Contract expires Broker presents a buyer who is willing and able to buy the Property at the 
price and terms required in this Contract, but Seller refuses to sell, Seller shall still pay Broker the same compensation. 
Seller agrees to pay Broker’s compensation whether Broker, Seller, or anyone sells the Property. Seller hereby permits 
Broker to share part of Broker's compensation with other real estate brokers, including brokers representing only the 
buyer. Seller agrees to pay Broker’s compensation in full upon the happening of any of the following events: 

1. the closing of the sale; 

2. Sellers refusal to close the sale; or 

3. Sellers refusal to sell at the price and terms specified above. 


If, within ____ days (not to exceed six (6) months) after the expiration of this Contract, Seller sells or agrees to sell 
the Property to anyone who: 
1. during this Contract made inquiry of Seller about the Property and Seller did not tell Broker about the inquiry; 
or 
2. during this Contract made an affirmative showing of interest in the Property by responding to an advertisement, 
or by contacting Broker or the licensee involved, or was physically shown the Property by Broker and whose 
name and address is on a written list Broker gives to Seller within 72 hours after the expiration of this Contract; 
then Seller shall still pay Broker the compensation noted here, even if Seller sells the Property without Broker’s 
assistance. Seller understands that Seller does not have to pay Broker's compensation if Seller signs another valid 
listing contract or facilitator services agreement for this Property after the expiration or cancellation of this Contract, 
under which Seller is obligated to compensate another licensed real estate broker. 


To secure the payment of Broker's compensation, Seller hereby assigns to Broker the gross proceeds from the sale 
of the Property in an amount equal to the compensation due to Broker under this Contract. 


COMPENSATION DISCLOSURE: Broker |_| SHALL |_| SHALL NOT offer compensation to cooperating brokers. 
woceeennnnennee (Check one. )--------------= 


If SHALL, the compensation to cooperating brokers shall be as follows: 


% of the gross sales price or $ , whichever is greater, to cooperating 
brokers representing buyer. 

% of the gross sales price or $ , whichever is greater, to cooperating 
brokers assisting buyer. 


Other: 


CLOSING SERVICES: 


NOTICE: THE REAL ESTATE BROKER, LICENSEE REPRESENTING SELLER, OR REAL ESTATE 
CLOSING AGENT HAS NOT EXPRESSED AND, UNDER APPLICABLE STATE LAW, MAY NOT EXPRESS 
OPINIONS REGARDING THE LEGAL EFFECT OF THE CLOSING DOCUMENTS OR OF THE CLOSING 
ITSELF. 


After a purchase agreement for the Property is signed, arrangements must be made to close the transaction. Seller 
understands that no one can require Seller to use a particular person in connection with a real estate closing and that 
Seller may arrange for a qualified closing agent or Seller’s attorney to conduct the closing. 


Seller’s choice for closing services: (Check one.) 


Seller directs Broker to arrange for a qualified closing agent to conduct the closing. 


Seller shall arrange for a qualified closing agent or Seller’s attorney to conduct the closing. 


(Seller's Initials) (Seller's Initials) 
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ADDITIONAL COSTS: Seller acknowledges that Seller may be required to pay certain closing costs, which may 
effectively reduce the proceeds from the sale. 


Seller understands that mortgage financing services are usually paid for by buyer; however, certain insured government 
loans may require Seller to pay a portion of the fees for the mortgage loan. Seller understands that Seller shall not be 
required to pay the financing fees on any mortgage without giving Seller’s written consent. 


FOREIGN INVESTMENT IN REAL PROPERTY TAX ACT (“FIRPTA”): Section 1445 of the Internal Revenue Code 
provides that a transferee (“Buyer”) of a United States real property interest must be notified in writing and must withhold 
tax from the transferor (“Seller”) if the transferor (“Seller”) is a foreign person, provided there are no applicable exceptions 
from FIRPTA withholding. 


Seller represents and warrants that Seller IS IS NOT a foreign person (i.e., a non-resident alien individual, 
-----(Check one.)---- 


foreign corporation, foreign partnership, foreign trust, or foreign estate) for purposes of income taxation. 


Due to the complexity and potential risks of failing to comply with FIRPTA, Seller should seek appropriate legal and 
tax advice regarding FIRPTA compliance, as Broker will be unable to confirm whether Seller is a foreign person 
or whether the withholding requirements of FIRPTA apply. 


WARRANTY: There are warranty programs available for some properties which warrant the performance of certain 
components of a property, which warranty programs Seller may wish to investigate prior to the sale of the Property. 


. AGENCY REPRESENTATION: If a buyer represented by Broker wishes to buy the Sellers Property, a dual 
. agency will be created. This means that Broker will represent both the Seller and the buyer, and owe the same 
. duties to the buyer that Broker owes to the Seller. This conflict of interest will prohibit Broker from advocating exclusively 
. onthe Seller’s behalf. Dual agency will limit the level of representation Broker can provide. If a dual agency should arise, 
. the Seller will need to agree that confidential information about price, terms, and motivation will still be kept 
. confidential unless the Seller instructs Broker in writing to disclose specific information about the Seller. All other 


information will be shared. Broker cannot act as a dual agent unless both the Seller and the buyer agree to it. By 


. agreeing to a possible dual agency, the Seller will be giving up the right to exclusive representation in an in-house 
. transaction. However, if the Seller should decide not to agree to a possible dual agency, and the Seller wants Broker 
. to represent the Seller, the Seller may give up the opportunity to sell the Property to buyers represented by Broker. 


. Sellers Instructions to Broker: 
.. Having read and understood this information about dual agency, Seller now instructs Broker as follows: 


. [] Seller will agree to a dual agency representation and will consider offers made by buyers represented by 
Broker. 


Seller will not agree to a dual agency representation and will not consider offers made by buyers represented 
by Broker. 


Real Estate Company Name: 


Seller: 


By: Seller: 


(Licensee) 


Date: 
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Figure 10.2: Sample Listing Agreement (Continued) 


206. 


207. 
208. 
209. 


210. 
211. 
212. 
213. 


214. 
215. 
216. 


217. 
218. 
219. 
220. 
221. 
222. 


223. 
224. 
225. 
226. 


227. 
228. 
229. 
230. 


231. 
232. 
233. 


234. 
235. 
236. 
237. 
238. 


239. 
240. 


241. 
242. 


LISTING CONTRACT: 
EXCLUSIVE RIGHT TO SELL 


205. Page 6 
Property located at 


OTHER POTENTIAL SELLERS: Seller understands that Broker may list other properties during the term of this 
Contract. Seller consents to Broker representing or assisting such other potential sellers before, during, and after the 
expiration of this Contract. 


PREVIOUS AGENCY RELATIONSHIPS: Broker, or licensee representing Seller, may have had a previous agency 
relationship with a potential buyer of Seller’s Property. Seller acknowledges that Seller’s Broker, or licensee representing 
Seller, is legally required to keep information regarding the ultimate price and terms the buyer would accept and the 
motivation for buying confidential, if known. 


TERMINATION OF FIDUCIARY DUTIES: Broker’s fiduciary duties, except the duty of confidentiality, terminate upon the 
successful closing of the Property(ies) specified in this Contract or expiration or cancellation of this Contract, whichever 
occurs first. 


INDEMNIFICATION: Broker will rely on the accuracy of the information Seller provides to Broker. Seller agrees 
to indemnify and hold harmless Broker from and against any and all claims, liability, damage, or loss arising from any 
misrepresentation, misstatement, omission of fact, or breach of a promise by Seller. Seller agrees to indemnify and hold 
harmless Broker from any and all claims or liability related to damage or loss to the Property or its contents, or any 
injury to persons in connection with the marketing of the Property. Indemnification by Seller shall not apply if the damage, 
loss, or injury is the result of the gross negligence or willful misconduct of the Broker. 


FAIR HOUSING NOTICE: Seller understands that Seller shall not refuse to sell or discriminate in the terms, conditions, 
or privileges of sale, to any person due to his/her race, color, creed, religion, national origin, sex, marital status, status 
with regard to public assistance, handicap (whether physical or mental), sexual orientation, or family status. Seller 
understands further that local ordinances may include other protected classes. 


ADDITIONAL NOTICES AND TERMS: As of this date Seller has not received notices from any municipality, 
government agency, or unit owners’ association about the Property that Seller has not informed Broker about in writing. 
Seller agrees to promptly inform Broker, in writing, of any notices of such type that Seller receives during the term of 
this Contract. 


This shall serve as Seller’s written notice granting Broker permission to obtain mortgage information (e.g., mortgage 
balance, interest rate, payoff, and/or assumption figures) regarding any existing financing on the Property. A copy of 
this document shall be as valid as the original. 


ENTIRE AGREEMENT: This Contract and any addenda or amendments signed by the parties shall constitute the 
entire agreement between Seller and Broker. Any other written or oral communication between Seller and Broker, 
including, but not limited to, e-mails, text messages, or other electronic communications are not part of this Contract. 
This Contract can be modified or canceled only in writing signed by Seller and Broker or by operation of law. All monetary 
sums are deemed to be United States currency for purposes of this Contract. 


ELECTRONIC SIGNATURES: The parties agree the electronic signature of any party on any document related to this 
transaction constitute valid, binding signatures. 


CONSENT FOR COMMUNICATION: Seller authorizes Broker and its representatives to contact Seller by mail, phone, 
fax, e-mail, or other means of communication during the term of this Contract and anytime thereafter. 
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Figure 10.2: Sample Listing Agreement (Continued) 
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244. Property located at 


LISTING CONTRACT: 
EXCLUSIVE RIGHT TO SELL 


243. Page 7 


245. OTHER: 


246. 


247. 


248. 


249. BROKER 


250. ACCEPTED BY: 


(Real Estate Company Name) 


SELLER 


ACCEPTED BY: 


(Seller’s Signature) 


251. By: 
(Licensee’s Signature) (Seller’s Printed Name) 
252. 
(Licensee’s Printed Name) (Date) 
253. 
(Date) (Address) 
254. 
(Address) (City/State/Zip) 
255. 
(City/State/Zip) (Phone) 
256. 
(Phone) (E-Mail Address) 
257. 
(E-Mail Address) 
258. SELLER 
259) ACCEPTED BY: 
(Seller’s Signature) 
260. 
(Seller’s Printed Name) 
261. 
(Date) 
262. 
(Address) 
263. 
(City/State/Zip) 
264. 
(Phone) 
265. 
(E-Mail Address) 
266. THIS IS A LEGALLY BINDING CONTRACT BETWEEN SELLER AND BROKER. 
267. IF YOU DESIRE LEGAL OR TAX ADVICE, CONSULT AN APPROPRIATE PROFESSIONAL. 
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Listing agreement provisions 


Regardless of which type of listing agreement is used, the same considerations arise in most 
real estate transactions. 


Names of all parties to the contract 


Anyone who has an ownership interest in the property must be identified and should sign the 
listing to validate it. If the property has co-owners, that fact should be clearly established. If 
one or more of the co-owners is married, the spouse’s consent and signature on the contract 

to release any marital rights is required in most states. If the property is in the possession of a 
tenant, that should be disclosed (along with the terms of the tenancy), and instructions should 
be included on how the property is to be shown to prospective buyers. 


Brokerage firm 


The brokerage company name, the employing broker, and if applicable, the sales associate 
taking the listing must all be identified, even though the sales associate only acts on behalf of 
the broker and is not a party to the agreement. 


Description of the premises 


In addition to the street address, the legal description, lot size, and tax parcel number may be 
required for future purchase offers. 


Listing price 


This is the proposed sales price and is also called the asking price. This usually is a starting 
point for negotiation rather than the amount that will actually be agreed upon in the eventual 
purchase contract. What the seller will receive is the actual sales price, although the seller’s 
proceeds usually will be reduced by unpaid real estate taxes, special assessments, mortgage 
debts, seller closing costs, brokerage fee, and any other outstanding obligations. If this is to be 
a short sale (a sale for less than the outstanding indebtedness on the property), the approval of 
the current lienholder(s) of any debts secured by the sellers property must be sought, and that 
fact should be included in all marketing. 


Broker’s authority and responsibilities 


The contract should specify whether the broker may place a sign on the property and 
advertise; it should address when the property can be shown, allowing reasonable notice to the 
seller. It should also address whether or not the broker may accept earnest money on behalf 
of the seller, and the responsibilities for holding the funds. The broker does not have the 
authority to sign any legal documents or contracts without first obtaining a power of attorney 
from the seller or the seller’s representative. 


Broker’s compensation 


‘The circumstances under which the broker will be paid must be specifically stated in the 
contract. The broker’s compensation could be a percentage of the sales price (commission) 
or a flat rate, and it is usually paid at closing directly by the seller or the party handling the 
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closing. The contract should also indicate whether the compensation may be shared with a 
cooperating broker. 


MATH Concepts 
Calculating Sales Price, Commission, and Net to Seller 


When a property sells, the sales price equals 100% of the money being transferred. Ifa 
broker is to receive a 5% commission, 95% will remain for the seller’s other expenses and 
equity. To calculate a commission using a sales price of $325,000 and a commission rate 
of 5%, multiply the sales price by the commission rate: 


$325,000 x 5% = $325,000 x 0.05 = $16,250 commission 


To calculate a sales price using a commission of $16,250 and a commission rate of 6%, 
divide the commission by the commission rate: 


$16,250 + 6% = $16,250 + 0.06 = $270,833 sales price 


To calculate a commission rate using a commission of $8,200 and a sales price of 
$164,000, divide the commission by the sales price: 


$8,200 + $164,000 = 0.05, or 5% commission rate 


To calculate the net to the seller using a sales price of $125,000 and a commission rate of 
4%, multiply the sales price by 100% minus the commission rate: 


$125,000 x (100% — 4%) = $125,000 x (96%) = $125,000 x 0.96 = $120,000 


‘The same result can be achieved by calculating the commission ($125,000 x 0.04 
= $5,000) and deducting it from the sales price ($125,000 — $5,000 = $120,000); 


however, this involves unnecessary extra calculations. 


commission 


sales price x commission rate 


Real property and personal property 


Any personal property that will be included in the sale of the real estate must be explicitly 
identified. Items of real property that the seller expects to remove at the time of the sale must 
be specified as well. Some items that may later become points of negotiation might include 
appliances, fireplace accessories, window treatments, stacked firewood, and stored heating oil. 


Leased equipment 


It must be determined if leased equipment—security system, cable television boxes, water 
softener, special antenna—will be left with the property. If so, the seller is responsible for 
notifying the equipment’s lessor of the change of property ownership. 
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Proposed dates for closing and buyer’s possession 


These dates should be based on an anticipated closing date. The listing agreement should 
allow adequate time for the paperwork involved (including the buyer’s qualification for any 
financing). A short sale means that the lienholder(s) must approve the transaction, possibly at 
several stages, which will add at least several months to the closing process. Usually, the date 
of closing is the date on which the buyer is entitled to possession of the property. In some 
areas, however, there may be a period after closing during which the seller vacates the property 
before the buyer can take occupancy. 


Closing 


An attorney, title company, or escrow company should be considered and retained as soon as 
possible and may be required by state law. A designated party will be needed to complete the 
paperwork, disburse the funds, and file the proper forms, such as documents to be recorded 
and documents to be sent to the IRS. 


Evidence of ownership 


A warranty deed, title insurance policy, abstract of title with an attorney’s opinion, or other 
documentation customary in the area will be used for proof of title. 


Encumbrances 


All liens are either paid in full by the seller or assumed by the buyer at the closing. 


Home warranty program 


To make the property more desirable to potential buyers, the seller or the listing broker may 
agree at the time of the listing to purchase a home warranty when a sale closes to cover the 
property’s plumbing, electrical, and heating systems, water heaters, duct work, and major 
appliances. 


Termination of the contract 


A contract should provide a way for the parties to terminate the agreement and should specify 
under what circumstances the contract can be terminated. Under certain circumstances, an 
agreement can be canceled if the seller arbitrarily refuses to sell or cooperate. 


Broker protection clause 


Brokers may be well advised to protect their interests against possible fraud or a reluctant 
buyer’s change of heart. Usually, the contract will include a period of time during which the 
broker will be entitled to a fee if a sale is closed with someone who was introduced to the 
seller by the broker while the contract was in effect. 


Warranties by the owner 


The owner is responsible for certain assurances and disclosures. Is the property suitable for 
its intended purpose? Does it comply with the appropriate zoning and building codes? Will 
it be transferred to the buyer in essentially the same condition as it was originally presented, 
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considering repairs or alterations to be made as provided for in a purchase contract? Are there 
any known defects that should be revealed to a prospective buyer? 


Indemnification (hold harmless) wording 


The seller and the broker may agree to hold each other harmless (i.e., not to sue one another) 
for any incorrect information supplied by one to the other. Indemnification may be offered, 
regardless of whether the inaccuracies are intentional or unintentional. 


Nondiscrimination (equal opportunity) wording 


The seller must understand that the property will be shown and offered without regard to the 
race, color, religion, national origin, familial status, sex, or disability of the prospective buyer. 
Refer to state and local fair housing laws for a complete listing of protected classes in your 
area. There are also federal, state, and local laws that prohibit discrimination in lending and 
other aspects of a real estate transaction. 


Antitrust wording 


The contract should state that all fees have been negotiated between the seller and the broker; 
to do otherwise is a violation of antitrust laws. 


Signatures of the parties 


All parties identified in the contract must sign the contract, including all individuals who 
have a legal interest in the property. Consent to the use of electronic signatures for required 
transaction documents reflects the use of email to transfer information about the transaction 
and greatly speeds the process of securing seller consent to any changes in the contracts terms, 
such as a change in the list price. 


Date the contract is signed 


This date may be different from the date the contract actually becomes effective. For example, 
a sales associate may take the listing and, in some states, then must have the broker sign the 
contract to accept employment under its terms. 


REPRESENTING THE BUYER 


Learning Objective: Describe the types of buyer representation agreements and how 
they may be terminated. 


Like a listing agreement, a buyer representation agreement is an employment contract. In 
this case, the broker is employed by the buyer and the purpose of the agreement is to find a 
suitable property. The type of representation will determine the relationship of broker and 
client. Although the term buyer agency may be used to refer to any type of buyer-broker 
relationship, in some states the buyer and the broker can also establish a relationship that is 
less than agency. State law will define the nature of the buyer-broker relationship. 


www.dlr.sd.gov 
/realestate/real 


_estate_transaction 


_forms.aspx 


www.dlr.sd.gov 
/realestate/consu 
_guide.aspx 

www.llrstate.sc 


.us/pol/rec/recpd 
/agencylaw 
brochureO5r.pdf 


mer 


f 
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An agency agreement will give the buyer a degree of representation possible only in a fiduciary 
relationship. A broker acting as the agent of the buyer must protect the buyer’s interests at all 
points in the transaction. 


Buyer representation provisions 


A number of topics must be discussed by broker (typically acting through a sales associate) 
and buyer before they sign a buyer representation agreement. For instance, a sales associate 
should make the same disclosures to a prospective buyer that would be made to a prospective 
seller in a listing presentation. The sales associate should explain the types of representation 
available and the parties’ rights and responsibilities under each. The specific services provided 
to a buyer-client should be clearly explained. 


In an exclusive buyer representation agreement, the buyer works with only one broker, 
although the broker is free to represent other buyer clients. If the representation is not 
exclusive, the buyer can work with two or more brokers, which may create a problem if more 
than one broker suggests the same property to the buyer. A nonexclusive representation may 
work if the buyer is considering a purchase in more than one geographic area; each broker's 
familiarity with a particular area will help find the property or properties that best match the 
buyer’s needs. 


Figure 10.3 is a sample exclusive buyer representation agreement. State, regional, and local 
contract forms may be available online for your state. For example, the Buyer Agency 
Agreement required in South Dakota can be found at www.dlr.sd.gov/realestate/real_estate 
_transaction_forms.aspx. South Dakota has also created a Consumer Guide for home buyers 
and sellers: www.dlr.sd.gov/realestate/consumer_guide.aspx. South Carolina requires an 
Agency Disclosure Brochure: www.llr.state.sc.us/pol/rec/recpdf/agencylawbrochure05r. pdf. 


Compensation issues should be addressed, whatever the type of representation. The buyer’s 
broker may be compensated in the form of a flat fee for services, an hourly rate, a percentage 
of the purchase price, or some combination of those methods. The broker may require a 
retainer fee at the time the agreement is signed to cover initial expenses. The retainer may be 
applied as a credit toward any fees due at the closing. As in any brokerage agreement, the 
source of compensation does not determine the relationship of the parties. A buyer’s broker 
may be compensated by either the buyer or (through the listing broker) the seller. Issues of 
compensation are always negotiable. 
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Figure 10.3: Sample Buyer Representation Agreement 


This form is complementary and is provided by 


N N ES OTA BUYER REPRESENTATION 


R E A LTO RS CONTRACT: EXCLUSIVE 
This form approved by the Minnesota Association of REALTORS®, 


which disclaims any liability arising out of use or misuse of this form. 
© 2019 Minnesota Association of REALTORS®, Edina, MN 


the Minnesota Association of REALTORS® for ie ‘Date 

educational purposes only. 2. Page 1 of pages 
DEFINITIONS: Buyer is (“Buyer”). 
Broker is (‘Broker’). 


42. 


(Real Estate Company Name) 
Buyer gives Broker the exclusive right to locate and/or to assist in negotiations for the purchase, exchange of or option 
to purchase (“Purchase”) property at a price and with terms acceptable to Buyer. This Contract starts on 


, and ends at 11:59 P.M. on 
This Contract terminates upon successful closing of a property or expiration or cancellation of this Contract, whichever 
occurs first. 


This Contract may only be canceled by written mutual agreement of the parties. 


BROKER’S OBLIGATION: Broker shall make a reasonable effort to locate property acceptable to Buyer. Broker 
shall use professional knowledge and skills to assist in negotiations for the Purchase of property. Broker shall assist 
Buyer throughout the transaction. Broker shall act in Buyer’s best interest at all times, subject to any limitations imposed 
by law or dual agency. Broker shall comply with all applicable fair housing and nondiscrimination regulations. 


BUYER’S OBLIGATION: Buyer shall work exclusively with Broker for the Purchase of property. Buyer shall promptly 
furnish to Broker accurate and relevant personal financial information to ascertain Buyer's ability to Purchase property, 
if requested. Buyer shall cooperate with Broker in finding a property to Purchase. After a purchase agreement has 
been accepted by seller, Buyer is legally obligated to Purchase the property. If Buyer refuses to close the Purchase for 
any reason other than the failure of seller to perform, subject to relevant contingencies, Buyer shall pay Broker all 
compensation due under this Contract. 


NOTICE: THE COMPENSATION FOR THE PURCHASE, LEASE, RENTAL OR MANAGEMENT OF REAL 
PROPERTY SHALL BE DETERMINED BETWEEN EACH INDIVIDUAL BROKER ANDTHE BROKER’S 
CLIENT. 


BROKER’S COMPENSATION: (Fill in all blanks.) 


lf Buyer, or any other person acting.on Buyer’s behalf, agrees to Purchase any property during the term of this Contract, 
the following compensation will apply. 


1. Buyer agrees to pay Broker a retainer fee of $ at the commencement of this Contract, 
which. fee shall be kept by Broker whether or not Buyer Purchases property. The retainer fee shall apply toward 
satisfaction of any obligation to compensate Broker. 


2. Buyer shall pay Broker, as Brokers compensation, ____________ percent (%) of the selling price or 


$ , whichever is greater, when Buyer closes the Purchase, if: 


A: Buyer Purchases or agrees to Purchase a property before the expiration of this Contract, even if Buyer does 
not use Broker's services; or 


B: within ______ days (not to exceed six (6) months) after the expiration of this Contract, Buyer Purchases 
property which either Broker or licensee representing Buyer has physically shown Buyer or in which Buyer 
has made an affirmative showing of interest to Broker or licensee representing Buyer before the expiration of 
this Contract, as long as Broker has identified this property on a written list Broker gives to Buyer within 72 
hours after the expiration of this Contract. 


Broker is authorized to negotiate and receive compensation paid by seller, or broker representing or assisting seller, if 
Broker informs Buyer in writing before Buyer signs an offer to Purchase the property. Any compensation accepted by 


Broker from seller, or broker representing or assisting seller,|_|SHALL|_|SHALL NOT reduce any obligation of Buyer 
=-------====----= (Check one.)------------------ 


to pay the compensation by the amount received by seller or broker. 
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Figure 10.2: Sample Listing Agreement (Continued) 


67. 


68. 
69. 


70. 
71. 
72. 
13. 
74. 
75. 
76. 
77. 


78. 
79. 
80. 
81. 


BUYER REPRESENTATION 


CONTRACT: EXCLUSIVE 
43. Page 2 


Buyer understands that Buyer does not have to pay Broker’s compensation if Buyer signs another valid buyer 
representation contract or facilitator services agreement after the expiration or cancellation of this Contract, under 
which Buyer is obligated to compensate another licensed real estate broker. 


CAUTION: BUYER’S ACTIONS IN LOCATING A PROPERTY MAY AFFECT PAYMENT OF COMPENSATION BY 
SELLER(S) AND MAY THEREFORE OBLIGATE BUYERTO PAY ALL OR PART OF THE COMPENSATION 
IN CASH AT CLOSING. FOR EXAMPLE: THE ACT OF GOING THROUGH AN OPEN HOUSE 
UNACCOMPANIED BY BUYER’S BROKER OR LICENSEE REPRESENTING BUYER; OR SIGNING 
A PURCHASE AGREEMENT THROUGH ANOTHER BROKER OR WITH OWNER (FOR SALE BY 
OWNER) MAY REQUIRE BUYER’S PAYMENT OF THE FULL COMPENSATIONTO BUYER’S BROKER. 


GENERAL NATURE OF PROPERTY: (Including the following property types: existing, new construction or to-be-built.) 
(Check all that apply.) 


COMMERCIAL/INDUSTRIAL FARM RECREATION 
RESIDENTIAL/INVESTMENT RESIDENTIAL/PERSONAL VACANT LAND 


CLOSING SERVICES: 

NOTICE: THE REAL ESTATE BROKER, LICENSEE REPRESENTING BUYER, OR REAL ESTATE CLOSING 
AGENT HAS NOT EXPRESSED AND, UNDER APPLICABLE STATE LAW, MAY NOT EXPRESS OPINIONS 
REGARDING THE LEGAL EFFECT OF THE CLOSING DOCUMENTS OR OF THE CLOSING ITSELF. 


After a purchase agreement for the property is signed, arrangements must be made to close the transaction. Buyer 
understands that no one can require Buyer to use a particular person in connection with a real estate closing and that 
Buyer may arrange for a qualified closing agent or Buyer's attorney to conduct the closing. 


Buyer’s choice for closing services: (Check one.) 


Buyer directs Broker to arrange for a qualified closing agent to conduct the closing. 
Buyer shall arrange for a qualified closing agent or Buyer’s attorney to conduct the closing. 


(Buyer's Initials) (Buyer's Initials) 


ADDITIONAL COSTS: Buyer acknowledges that Buyer may be required to pay certain closing costs, which may 
effectively increase the cash outlay at closing. 


FOREIGN INVESTMENT IN REAL PROPERTY TAX ACT (“FIRPTA”): Section 1445 of the Internal Revenue Code 
provides that a transferee (“Buyer”) of a United States real property interest must withhold tax from the transferor 
(“Seller”) if the Seller is a foreign person and no exceptions from FIRPTA withholding apply. A Buyer is personally 
liable for the full amount of FIRPTA withholding tax required to be withheld unless the Seller furnishes Buyer with 
specific documentation ensuring Buyer is exempt from the withholding requirements as prescribed under 26 USC 
§1445. Due to the complexity and potential risks of failing to comply with FIRPTA, including the Buyer’s responsibility 
for withholding the applicable tax, Buyer should seek appropriate legal and tax advice regarding FIRPTA compliance, 
as Broker will be unable to assure Buyer that the transaction is exempt from the withholding requirements. 


PRIVATE INSPECTION/WARRANTY: Broker recommends that Buyer obtain a private home inspection to satisfy 
himself/herself with the physical condition of the property. Furthermore, there are warranty programs available for some 
properties which warrant the performance of certain components of a property, which warranty programs Buyer may 
wish to investigate prior to the Purchase of any specific property. 
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Figure 10.2: Sample Listing Agreement (Continued) 


101. 
102. 
103. 


104. 
105. 
106. 
107. 


108. 
109. 


110. 
111. 
112. 
113. 
114. 


115: 
116. 
117. 
118. 
119. 


120. 
121. 


122. 
123. 


BUYER REPRESENTATION 


CONTRACT: EXCLUSIVE 
82. Page 3 


AGENCY REPRESENTATION: If the Buyer chooses to Purchase a property listed by Broker, a dual agency will be 
created. This means that Broker will represent both the Buyer and the seller, and owe the same duties to the seller that 
Broker owes to the Buyer. This conflict of interest will prohibit Broker from advocating exclusively on the Buyer's behalf. 
Dual agency will limit the level of representation Broker can provide. If a dual agency should arise, the Buyer will need 
to agree that confidential information about price, terms and motivation will still be kept confidential unless the Buyer 
instructs Broker in writing to disclose specific information about the Buyer. All other information will be shared. Broker 
cannot act as a dual agent unless both the Buyer and the seller agree to it. By agreeing to a possible dual agency, 
the Buyer will be giving up the right to exclusive representation in an in-house transaction. However, if the Buyer should 
decide not to agree to a possible dual agency, and the Buyer wants Broker to represent the Buyer, the Buyer may give 
up the opportunity to Purchase the properties listed by Broker. 


Buyer’s Instructions to Broker: 
Having read and understood this information about dual agency, Buyer now instructs Broker as follows: 


Buyer will agree to a dual agency representation and will consider properties listed by Broker. 


Buyer will not agree to a dual agency representation and will not consider properties listed by Broker. 


Real Estate Company Name: 


By: 


(Licensee) 


Date: 


OTHER POTENTIAL BUYERS: Buyer understands that other potential buyers may consider and/or make offers to 
purchase through Broker the same or similar properties as Buyer is seeking to Purchase. Buyer consents to Broker 
representing such other potential buyers before, during and after the expiration of this Contract. 


PREVIOUS AGENCY RELATIONSHIPS: Broker, or licensee representing Buyer, may have had a previous agency 
relationship with a seller of a property Buyer is interested in Purchasing. Buyer acknowledges that Buyer’s Broker, or 
licensee representing Buyer, is legally required to keep information regarding the ultimate price and terms the seller 
would accept and the motivation for selling confidential, if known. 


TERMINATION OF FIDUCIARY DUTIES: Broker's fiduciary duties, except the duty of confidentiality, terminate upon 
Buyer's successful closing of a property or expiration or cancellation of this Contract, whichever occurs first. 


NOTICE REGARDING PREDATORY OFFENDER INFORMATION: Information regarding the predatory 
offender registry and persons registered with the predatory offender registry under MN Statute 243.166 may 
be obtained by contacting the local law enforcement offices in the community where the property is located 
or the Minnesota Department of Corrections at (651) 361-7200, or from the Department of Corrections web site at 
www.corr.state.mn.us. 


ENTIRE AGREEMENT: This Contract and any addenda or amendments signed by the parties shall constitute the 
entire agreement between Buyer and Broker. Any other written or oral communication between Buyer and Broker, 
including, but not limited to, e-mails, text messages, or other electronic communications are not part of this Contract. 
This Contract can be modified or canceled only in writing signed by Buyer and Broker or by operation of law. All monetary 
sums are deemed to be United States currency for purposes of this Contract. 


ELECTRONIC SIGNATURES: The parties agree the electronic signature of any party on any document related to this 
transaction constitute valid, binding signatures. 


CONSENT FOR COMMUNICATION: Buyer authorizes Broker and its representatives to contact Buyer by mail, phone, 
fax, e-mail or other means of communication during the term of this Contract and any time thereafter. 
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125. 
126. 
127. 
128. 
129. 


130. 


131. 
132. 
133. 
134. 
135. 
136. 
137. 


138. 


139. 


140. 
141. 
142. 
143. 
144. 
145. 
146. 


147. 
148. 


OTHER: 
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BUYER REPRESENTATION 


CONTRACT: EXCLUSIVE 
124. Page 4 


BROKER 


ACCEPTED BY: 


(Real Estate Company Name) 


BUYER 


ACCEPTED BY: 


(Buyer's Signature) 


By: 


(Licensee’s Signature) 


(Buyer's Printed Name) 


(Licensee’s Printed Name) 


(Date) 


(Date) 


(Address) 


(Address) (City/State/Zip) 
(City/State/Zip) (Phone) 
(Phone) (E-Mail Address) 


(E-Mail Address) 


BUYER 


ACCEPTED BY: 


(Buyer's Signature) 


(Buyer's Printed Name) 


(Date) 


(Address) 


(City/State/Zip) 


(Phone) 


(E-Mail Address) 


THIS IS A LEGALLY BINDING CONTRACT BETWEEN BUYER AND BROKER. 
IF YOU DESIRE LEGAL OR TAX ADVICE, CONSULT AN APPROPRIATE PROFESSIONAL. 


MN:BRC:E-4 (8/19) 
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Termination of buyer representation 


Just as with a contract to represent a property seller, the success of a contract to represent 

a property buyer depends on the chosen broker’s professional efforts. This means that the 
agreement to find a suitable property for the buyer cannot be assigned to another broker 
without the buyer’s written consent. The prospective buyer cannot force the broker to 
perform, but the broker’s failure to work diligently toward fulfilling the contract’s terms 
constitutes a breach of the buyer representation agreement. If the agreement is canceled by 
the broker, the buyer may be entitled to sue the broker for damages. The buyer could be liable 
for damages to the broker by refusing to cooperate with the broker’s reasonable requests, such 
as viewing property that the broker has located or refusing to proceed with an accepted sales 
contract. 


A broker’s agreement to represent a property buyer may be terminated for the following 
reasons: 

m The agreement’s purpose is fulfilled by the transfer of title to the buyer. 

m The agreement’ term expires. 

E The broker and the buyer mutually agree to cancel the agreement. 

a 


Either the broker or the buyer breaches the terms of the agreement, such as by the buyer 
failing to pay an agreed-upon retainer fee to the broker. 


Either the broker or the buyer dies or becomes incapacitated. If a sales associate dies or 
becomes incapacitated, the agreement is still valid. 


If a transaction fails to be completed through no fault of the buyer or the buyer’s broker, the 
representation will survive, provided the agreement’s term has not expired. 


Figure 10.4 lists the obligations owed to a buyer by the broker who works for the buyer, as 
well as the obligations owed to a buyer by the broker who works for the seller. While many 
of the responsibilities are the same, there are distinct differences that direct the actions of the 
seller’s and buyer’s representatives. 
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FIGURE 10.4 Obligations of Real Estate Broker to Buyer 


Broker Works for Seller Broker Works for Buyer 


General Responsibilities 


Be honest with buyer but responsible to seller, including duty of | Be fair with seller but responsible to buyer, including duty of 
skill and care to promote and safeguard seller’s best interests skill and care to promote and safeguard buyer’s best interests 


Earnest Money Deposit 


Collect amount sufficient to protect seller Suggest deposit sufficient to indicate sincerity in offer 


Seller Financing 


Encourage financing terms and contract provisions favorable | Suggest terms in best interests of buyer, such as low 

to seller, such as (1 due-on-sale clause, (2) deficiency down payment, long term, no due-on-sale clause, long 
judgment, (3) secured note. grace period, security interest limited to the real property 
(nonrecourse) 


Property Condition 


Require seller to fill out all disclosure forms Require that seller sign property condition statement and 
confirm representations of condition; require soil and termite 
inspections, if appropriate; look for negative features and use 
them to negotiate better price and terms 


Documents 
Give buyer a copy of important documents, such as Research and explain significant portions of important 
mortgage to be assumed, declaration of restrictions, title documents affecting transaction; refer buyer to expert 
report, condominium or homeowners association bylaws advisers when appropriate 


Negotiation 


Negotiate and bargain in seller’s best interests Negotiate and bargain in buyer’s best interests 
Showing 
Show buyer properties in which broker’s commission is Search for best properties for buyer to inspect, widening 
protected, such as in-house or MLS-listed properties; pick marketplace to for-sale-by-owner properties, lender-owned 
best times to show properties; emphasize attributes and (REO) properties, probate sales, unlisted properties. View 
amenities properties at different times to find negative features, such as 
traffic congestion and noise from nearby properties 
Property Goals 
Find a buyer whose stated objectives match the seller’s Counsel buyer as to developing accurate objectives; may find 
property on the seller’s price and terms that buyer who wants apartment building might be better 


off with duplex (two-unit property) or that buyer looking for 
vacant lot would benefit more from investment in improved 
property 


Offers 


Transmit all offers to seller; consult with seller about possible | Help buyer prepare strongest offer at least risk to buyer 
action steps (e.g., accept offer, counteroffer, reject offer) 


Possession Date 


Consider best date for seller in terms of moving out, notice to | Consider best date for buyer in terms of moving in; storage 


existing tenants, impact on insurance, risk of loss provision of buyer’s possessions, if necessary; favorable risk of loss 
provision if fire destroys property before closing 
Default 
Discuss remedies upon default by either party. Point out to Consider having seller pay buyer’s sale-related expenses and 
seller any attempt by buyer to limit liability (nonrecourse cancellation charges if seller defaults 


financing; deposit money as liquidated damages) 


Property Value 


o duty to disclose low appraisal or fact broker sold similar Review comparable sales from buyer’s perspective 
unit yesterday for $10,000 less 
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KEY POINT REVIEW 


A listing agreement is an employment contract between a real estate broker and a property 
seller. In all states, an exclusive listing agreement must be in writing to be enforceable in 
court. The broker is a special agent of the seller. 


As an agent, the broker is authorized to represent the principal and the principal’s real estate 
to consumers. A real estate sales associate is a general agent of the broker and can carry out 
listing services only in the name of and under the supervision of the broker. 


In an exclusive right-to-sell listing, one broker is appointed as the seller’s sole agent, and 
if the property is sold while the listing is in effect, the broker is entitled to a commission, no 
matter who sells the property. 


An exclusive agency listing authorizes one broker to act as the sole agent of the seller but 


allows the seller to retain the right to sell the property without obligation of payment to the 
broker. 


In an open listing (also known as a nonexclusive listing), the seller retains the right to 
employ any number of brokers; the seller is obligated to pay a commission only to the broker 
who successfully produces a ready, willing, and able buyer; and the seller is not obligated to 
pay a commission if the seller personally sells the property without the aid of a broker. 


A net listing in which the excess over the seller’s desired net from the sale is paid to the broker 
as compensation may be prohibited by state law. 


A multiple listing clause permits cooperation with other brokers in the multiple listing 
service (MLS). 

An agreement to represent a seller may be terminated when 

the agreement’s purpose is fulfilled, 

the agreement's term expires, 

the property is destroyed, 

title to the property is transferred by operation of law (e.g., bankruptcy), 

the broker and the seller mutually agree to end the agreement, 


either the broker or the seller breaches the contract, or 


either party dies or becomes incapacitated. 


All exclusive listings should have a definite termination date and should not have an 
automatic extension provision. 


The broker protection clause preserves a brokers right to compensation if, within a certain 
number of days after the listing agreement expires, the owner transfers the property to a 
purchaser who was brought to the seller by the listing broker. 


The listing presentation is usually made by a sales associate of the broker and is the job 
interview with a prospective client—the property owner. The sales associate presents 
information about the firm, the market, and how the firm can provide the best service to the 
owner. The sales associate also makes a comparative market analysis (CMA) to help the seller 
have a realistic idea of the price range in which the subject property falls. 


A listing agreement will identify the property owner(s) and the property, describe the 
property improvements, list any loans held by the owner and their current status, itemize loan 
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and other payments on the property, and provide the details of a short sale, if the lender is 
willing to accept one. 


Disclosures of agency relationships and property condition are important consumer 
safeguards and may be required by state law. 


The listing agreement must specify any personal property that will be included in the sale 
of the real estate, as well as any fixtures or other items that will be excluded from the sale. 
Leased equipment also should be identified. 


‘The seller may make a home warranty policy available for the buyer. 


A buyer representation agreement is an employment contract in which a prospective 
property buyer employs a broker for the purpose of finding a suitable property. State law 
may specify the type of agreement that is available to the broker when representing a buyer. 
In an agency relationship, the broker will have a fiduciary responsibility to the buyer. In an 
exclusive buyer representation agreement, the buyer works with only one broker, but the 
broker is free to represent other buyer clients. 


The buyer’s broker will be compensated by a retainer, a flat fee for services, an hourly rate, 

a percentage of the purchase price, or some combination of these methods. The source of 
compensation does not determine the relationship of the parties and compensation is always 
negotiable. 

Buyer representation is terminated when 

E the agreement’s purpose is fulfilled, 

E the agreement’s term expires, 

m broker and buyer mutually agree to cancel the agreement, 
E broker or buyer breaches the terms of the agreement, or 
m 


broker or buyer dies or becomes incapacitated. 
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A property listing taken by a real estate sales 
associate is technically an employment agreement 
between the seller and 

A. the broker. 

B. the local multiple listing service. 

C. the sales associate. 

D. the sales associate and broker together. 


Which of the following is a similarity between 
an exclusive agency listing and an exclusive 
right-to-sell listing? 

A. Under each, the seller retains the right to sell 
the real estate without the broker’s help and 
without paying the broker a commission. 

B. Under each, the seller authorizes only 
one particular sales associate to show the 
property. 

C. Both types of listings give the responsibility 
of representing the seller to one broker only. 

D. Both types of listings are open listings. 


The listing agreement on a residential property 

states that it expires on May 2. Which event 

would terminate the listing before that date? 

A. The agreement is renewed before May 2. 

B. The owner becomes ill on April 29. 

C. On April 15, the owner and agent cancel the 
agreement. 

D. The house is destroyed by fire on May 3. 


A seller listed a property with a broker under an 
exclusive agency listing agreement. If the seller 
finds a buyer, the seller will owe the broker 

A. no commission. 

B. the full commission. 

C. a partial commission. 

D. only reimbursement for the broker’s costs. 


A broker sold a residence for $485,000 and 
received $26,675 as commission in accordance 
with the terms of the listing agreement. What 
was the broker’s commission rate? 


A. 5% 
B. 5.5% 
C. 6% 
D. 6.5% 


Under a brokerage agreement with a property 
owner, the broker is entitled to sell the property 
for any price, as long as the seller receives 
$85,000. The broker may keep any amount over 
$85,000 as a commission. This type of listing 
might be illegal and is called 

A. an exclusive right-to-sell listing. 

B. an exclusive agency listing. 

C. an open listing. 

D. a net listing. 


. Which of the following is a similarity between an 


open listing and an exclusive agency listing? 

A. Under each, the seller avoids paying the 
broker a commission if the seller sells the 
property to someone the broker did not 
procure. 

B. Each grants a commission to any broker who 
procures a buyer for the seller’s property. 

C. Under each, the broker earns a commission 
regardless of who sells the property, as long as 
it is sold within the listing period. 

D. Each grants the exclusive right to sell to 
whatever broker produces a buyer for the 
seller’s property. 


. The final decision on a property’s asking price 


should be made by 

A. the seller’s broker. 
B. the appraised value. 
C. the seller. 

D. the seller’s attorney. 


. Which statement is TRUE of a listing agreement? 


A. It isan employment contract for the 
professional services of the broker. 

B. It obligates the seller to transfer the property 
if the broker procures a ready, willing, and 
able buyer. 

C. It obligates the broker to work diligently for 
both the seller and the buyer. 

D. It automatically binds the owner, the broker, 
and the MLS to its agreed provisions. 


10. A broker sold a property that was owned by a bank 


11. 


12. 


13. 


that had acquired it through foreclosure, and the 
broker received a 6.5% commission. The broker 
gave the listing sales associate $3,575, which was 
30% of the firm’s commission. What was the 
selling price of the property? 


A. $55,000 
B,. -$95,773 
C. $152,580 
D. $183,333 


A seller hired a broker under the terms of an open 
listing agreement. While that agreement was still 
in effect, the seller—without informing the first 
broker—hired another broker from a separate 
firm under an exclusive right-to-sell listing for the 
same property. If the first broker produces a buyer 
for the property whose offer the seller accepts, the 
seller must pay a full commission to 

A. only the first broker. 

B. only the second broker. 

C. both brokers. 

D. neither broker. 


A seller listed a residence with a broker. The 

broker brought an offer at full price and terms of 

the listing agreement from a buyer who is ready, 

willing, and able to pay cash for the property, 

but the seller rejected the buyer’s offer. In this 

situation, the seller 

A. must sell the property. 

B. owes a commission to the broker. 

C. is liable to the buyer for specific performance. 

D. is liable to the buyer for compensatory 
damages. 


A buyer signed an agreement with a broker to 
compensate the broker even if the buyer purchases 
the property from a relative. This is called 
an open buyer representation agreement. 
B. an exclusive agency buyer representation 
agreement. 
C. an exclusive buyer representation agreement. 
D. an invalid agreement. 


14. 


15. 


16. 


17: 


18. 


19; 
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A prospective buyer signs an agreement with a 

broker to find a property for the buyer, and the 

buyer agrees to work only with that broker. While 

this agreement is in effect, 

A. only one sales associate of the broker can work 
with the buyer. 

B. the broker can represent other buyers. 

C. the broker cannot show the buyer a property 
that is listed by the broker. 

D. the sales associate working with the buyer 
cannot work with other buyers. 


A seller sold property to a neighbor without the 
services of a real estate broker; however, the seller 
still owes a broker a commission because the seller 
signed 

A. an exclusive agency listing agreement. 

B. an open listing agreement. 

C. an exclusive right-to-sell listing agreement. 

D. anet listing agreement. 


Most states require that a real estate listing 
agreement contain 

A. a multiple listing service (MLS) clause. 
B. a definite contract termination date. 
C. an automatic extension clause. 

D. a broker protection clause. 


Which type of listing is prohibited in some states? 
A. Exclusive right-to-sell 

B. Net listing 

C. Buyer representation 

D. Open listing 


By executing a listing agreement with a seller, a 
real estate broker becomes 

A. a procuring cause. 

B. obligated to open a special trust account. 
C. the agent of the seller. 

D. responsible for sharing the commission. 


The provision in a contract with a property seller 
that gives additional authority to the broker and 
obligates the broker to alert other brokers to the 
availability of the property is 

A. a joint listing clause. 

B. a multiple listing clause. 

C. a net listing clause. 

D. an open listing clause. 
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20. A valid reason for terminating a buyer 
representation agreement is 


A. 


B. 
C: 


the desire of the buyer to see properties in an 
expanded area. 

the death of the broker. 

the agreement of the parties on increasing the 
price range of the buyer. 

the death of the sales associate who worked 
with the buyer. 


Real Estate Contracts 


LEARNING OBJECTIVES 


When you have completed this unit, you will be able to accomplish the following. 


> Describe the essential elements of a contract. 
> Explain the various means by which a contract may be enforced, terminated, assigned, or 


replaced, 


> Describe the primary written agreements and forms used in real estate sales and leasing. 


KEY TERMS 


amendment 
assignment 
bilateral contract 
breach of contract 
consideration 
contingencies 
contract 
counteroffer 
disclosure 
duress 

earnest money 


enforceable contract 


executed contract 


OVERVIEW 


executory contract 
express contract 
fraud 

implied contract 
land contract 
liquidated damages 
misrepresentation 
mistake of fact or law 
novation 

offer and acceptance 
option 

owner financing 


purchase money 
mortgage 

rescission 

statute of frauds 

suit for specific 
performance 

“time is of the essence” 

undue influence 

unenforceable contract 

unilateral contract 

valid contract 

void contract 

voidable contract 


The real estate market is driven by contracts. Both seller and buyer representation agreements 
are contracts. An offer is the first half of a sales contract. Leases and management agreements 
are contracts. Every aspect of the real estate business involves contracts, and a real estate 
professional must know how a contract is created, what is required of the parties to the 
contract, and how the contract is concluded. 
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CONTRACT LAW 


A contract is a volun- 
tary promise between 
two competent parties 
to perform (or not 
perform) some legal 
act in exchange for 
consideration. 


Learning Objective: Describe the essential elements of a contract. 


A contract is a voluntary agreement or promise between legally competent parties, supported 
by legal consideration, to perform (or refrain from performing) some legal act. The definition 
may be easier to understand if its various parts are examined separately. 


A contract must be 
= voluntary—no one may be forced into a contract; 


E an agreement or a promise—a contract is essentially a promise or set of promises made by 
each party to the other; 


E made by legally competent parties—the parties must be viewed by the law as capable of 
making a legally binding promise; 

E supported by lawful consideration—a contract must be supported by something of value 
that induces a party to enter into the contract; and 


E fora legal act—a contract is invalid if it attempts to have an illegal objective. 


Real estate professionals use many types of contracts and agreements to carry out their 
responsibilities to sellers, buyers, landlords, tenants, and the general public. The area of law 
that governs such agreements is known as contract law. 


A IN PRACTICE 
Real estate professionals may be permitted by state law to use contract forms 
drafted by attorneys and provided by their trade associations or employing 
brokers. A real estate professional cannot practice law unless also licensed as 
an attorney and employed to act in that capacity. The parties to a transaction, 
including buyer, seller, landlord, and tenant, always have the option of hiring their 
own attorney and should never be discouraged from doing so. 


Express and implied contracts 


A contract is either express or implied. In an express contract, the parties state the terms 
and show their intentions in words, either oral or written. Most real estate contracts are 
express contracts and are written. In an implied contract, the agreement of the parties is 
demonstrated by their acts and conduct. 


Real estate representation agreements should be written in order to comply with the state’s 
real estate law. Exclusive representation agreements must always be written to be enforceable. 
In addition, the state will probably have a statute of frauds requiring certain contracts, such 
as real estate sales or lease agreements, to be in writing. In any of those cases, only a written 
agreement can be enforced in a court of law. 


Bilateral and unilateral contracts 


Contracts are classified as either bilateral or unilateral. In a bilateral contract, both parties 
promise to do something; one promise is given in exchange for another. A real estate sales 
contract is a bilateral contract because the seller promises to sell a parcel of real estate and 
transfer title to the property to the buyer, who promises to pay a certain sum of money or 


Bilateral contract: 


Bi means two—must 
have two promises. 


Unilateral contract: 


Uni means one—has 
only one promise. 
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other lawful consideration for the property. An exclusive right-to-sell listing contract is a 
bilateral contract. 


A unilateral contract, on the other hand, is a one-sided agreement. One party makes a 
promise in order to entice a second party to do something. The offer made in a unilateral 
contract is usually accepted by the performance of the party to whom the offer is made. The 
second party is not legally obligated to act, but if the second party does comply, the first party 
is obligated to keep the promise. 


IM 


IN PRACTICE 


A brokerage lists a property for sale with the multiple listing service. Any other 
broker who is part of the multiple listing service may or may not bring a buyer 
to the listing broker. The offer by the listing broker to share compensation 

with a cooperating broker is an offer for a unilateral contract. The brokers who 
receive the offer are not obligated to bring a buyer to the listing broker, but if a 
cooperating broker does produce a buyer, the listing broker is obligated to share 
the compensation on the transaction on the terms specified. 


Executed and executory contracts 


A contract is either executed or executory, depending on whether the agreement has been 
completed or some obligation under the agreement has yet to be performed. An executed 
contract is one in which all parties have fulfilled their promises; the contract has been 
performed. The term executed is also used to refer to the signing of a contract. An executory 
contract exists when one or both parties still have an act to perform. A sales contract is an 
executory contract from the time it is signed until closing; ownership has not yet changed 
hands, and the seller has not received the sales price. At closing, when the contract terms have 
been met, the sales contract is executed. 


Figure 11.1 highlights the issues involved in the formation of a contract. 


FIGURE 11.1: Contract Issues 


Essential Elements Classification Discharge 
offer and acceptance valid, void, voidable performance 
consideration enforceable, unenforceable breach 


legal purpose 


consent 


legal capacity 


express, implied remedies (damages, specific 


unilateral bilateral performance, rescission) 


executory, executed 


Elements of a con- 
tract 


Offer and acceptance 
Consideration 
Legally competent 
parties 

Consent 

Legal purpose 


Creation of a valid contract 


A contract must meet certain minimum requirements to be considered legally valid. The 
following are the essential elements of a contract. 


Offer and acceptance 


In a real estate sales transaction, the sales contract sets out the offer by the buyer that is 
accepted by the seller. This is known as offer and acceptance. The person who makes the 
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offer is the offeror. The person to whom an offer is made is the offeree. This requirement is also 
called mutual assent. It means that there must be a meeting of the minds; that is, there must 
be complete agreement between the parties about the purpose and terms of the contract. 
Courts look to the objective intent of the parties to determine whether they intended to 
enter into a binding agreement. Most states require that the terms and conditions of the sales 
contract be in writing. The wording of the contract must express all the agreed terms and 
must be clearly understood by the parties. 


An offer is a promise made by one party, requesting something in exchange for that promise. 
The offer is made with the intention that the offeror will be bound to the terms if the offer is 
accepted. The terms of the offer must be definite and specific and must be communicated to 
the offeree. 


An acceptance is a promise by the offeree to be bound by the exact terms proposed by the 
offeror. The acceptance must be communicated to the offeror. Proposing any deviation from 
the terms of the offer is considered a rejection of the original offer. The changed offer is 
known as a counteroffer. The counteroffer must be accepted for a contract to exist. 


Besides being terminated by a counteroffer, an offer can be terminated if the offeree fails to 
accept it before expiration of the time stated in the offer. An offer also may be terminated by 
the offeree’s outright rejection of it. 


The offeror may revoke the offer at any time before acceptance. This revocation must be 
communicated to the offeree by the offeror, either directly or through the parties’ agents. 
The offer is revoked if the offeree learns of the revocation and ob-serves the offeror acting in 
a manner that indicates that the offer no longer exists. For example, if a buyer gives a seller 
three days to accept an offer and on the third day the buyer’s agent calls the seller’s agent and 
revokes the offer, the offer is terminated. 


In a complex transaction, usually involving commercial property, the parties may wish to 
discuss the terms of a potential agreement before initiating a contract. A Zetter of intent can be 
used to indicate the interest of a prospective buyer or lessee and, if that interest is reciprocated 
by the property owner, to begin negotiations. 


Consideration 


The contract must be based on consideration. Consideration is something of legal value 
offered by one party and accepted by another as an inducement to perform or to refrain from 
performing some act. Consideration is some interest or benefit accruing to one party, or 
some loss or responsibility by the other party. There should be a statement of the promised 
consideration in a contract to show that something of value will be given in exchange for the 
promise of the transfer of the described property, even if the amount of the consideration is 
yet to be determined. For example, a contract to purchase 300 acres of land could state that 
the consideration is the promise to pay the appraised value of the land as of a certain date. 


Consideration must be good and valuable between the parties. The courts usually do not 
inquire into the adequacy of consideration. Adequate consideration could be a promise of love 
and affection or it could be a substantial sum of money. Anything that has been bargained 

for and exchanged is legally sufficient to satisfy the requirement for consideration. The only 
requirements are that the parties agree and that no undue influence or fraud has occurred. 


A contract may be 


valid—has all legal 
elements; 


void—lacks one or 
more elements and 
has no legal force or 
effect; 
voidable—has all 
egal elements on its 
ace, but it may be 
rescinded or disaf- 
irmed; or 
unenforceable— 
appears to have all 
egal elements but 
cannot be enforced in 
court. 


Unit11 Real Estate Contracts 193 


A IN PRACTICE 

Ana contract for the sale of real estate, the consideration is the purchase price. 

In a lease, the consideration is the rent paid for the right of possession of the 
leased property. In an agency agreement, whether a listing agreement or a buyer 
representation agreement, the consideration is the commission or fee paid by the 
client. 


Consent 


A contract must be entered into by consent as a free and voluntary act of each party. Each 
party must be able to make a prudent and knowledgeable decision without undue influence. 
A mistake of fact or law, misrepresentation, fraud, undue influence, or duress would 
deprive a person of that ability. If any of these circumstances is present, there is no valid offer 
and acceptance and the contract is voidable by the injured party. If the other party were to sue 
for breach, the injured party could use lack of voluntary assent as a defense. 


Legal purpose 


A contract must be for a legal purpose—that is, even with all the other elements (consent, 
competent parties, consideration, and offer and acceptance), the contract must have a legal 
reason for existence. A contract for an illegal purpose or for the performance of an act against 
public policy is not a valid contract. 


Legally competent parties 


All parties to the contract must have legal capacity, meaning they must be of legal age and 
have enough mental capacity to understand the nature or consequences of their actions in 
the contract. In most states, 18 is the age of contractual capacity. If it is discovered that a 
party is not legally competent, the contract is voidable at the option of the person who lacks 
competency. 


Validity of a contract 


A contract can be described as valid, void, voidable, or unenforceable, depending on the 
circumstances. 


A valid contract meets all the essential elements that make it legally sufficient, or enforceable, 
and is binding in a court of law. 


A void contract has no legal force or effect because it lacks some or all the essential elements 
of a contract. A contract that is void was never a legal contract. For example, the use of a 
forged name in a listing contract or offer to purchase would make the contract void. 


IM 


IN PRACTICE 


High demand for rental housing has led to a number of scams in which a property 
is listed fraudulently on an internet rental site. The party listing the property may 
claim to be the owner or even a representative of a property management firm. The 
intent, of course, is to procure a deposit and rental payment from an unsuspecting 
victim. Any purported rental agreement that is executed without the consent of the 
true owner of the property is void. 
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A voidable contract appears on the surface to be valid, but it may be rescinded or disaffirmed 
by one or both parties based on some legal principle. A voidable contract is considered by the 
courts to be valid if the party who has the option to disaffirm the agreement does not do so 
within a period of time. A contract with a minor, for instance, is voidable. A contract entered 
into by a mentally ill person is usually voidable during the mental illness and for a reasonable 
period after the person is cured. If a contract was made under duress, with misrepresentation, 
under the influence, and with intent to defraud, it is also voidable. 


A IN PRACTICE 
Mental capacity to enter into a contract is not the same as medical sanity. The test 


is whether the individual in question is capable of understanding their actions. A 
person may suffer from a mental illness but clearly understand the significance of 
their actions. Such psychological questions require consultation with experts. 


An enforceable contract meets all the elements of a valid contract, including compliance with 
any applicable statute of frauds or other law that requires it to be in writing and signed by 

the parties. An unenforceable contract may also appear on the surface to be valid; however, 
neither party can sue the other to force performance. For example, an oral agreement for the 
sale of a parcel of real estate would be unenforceable, which means that the defaulting party 
could not be taken to court and forced to perform. There is, however, a distinction between 

a suit to force performance and a suit for damages, which may be possible even with an oral 
agreement. An unenforceable contract is still said to be valid as between the parties. This means 
that once the agreement is fully executed by the transfer of the deed and purchase price, 
satisfying both parties, neither has reason to initiate a lawsuit to force performance. 


DISCHARGE OF CONTRACTS 


Learning Objective: Explain the various means by which a contract may be enforced, 
terminated, assigned, or replaced. 


A contract is discharged when the agreement is terminated. A contract terminates when it has 
been completely performed, with all its terms fulfilled, but a contract may be terminated for 
another reason, such as a party’s breach or default. 


Performance of a contract 


Each party to a contract has certain rights and duties to fulfill. The question of when a 
contract must be performed is an important factor. Many contracts call for a specific time by 
which the agreed acts must be completely performed. Some contracts provide that “time is of 
the essence” which means that each of the elements of the contract must be performed within 
the specified time. A party who fails to perform an obligation under the contract on time is 
liable for breach of contract. 


Assignment = substitu- 
tion of parties 
Novation = substitution 
of anew contract 


Unit11 Real Estate Contracts 195 


A IN PRACTICE 
| | When a time is of the essence clause is used in a contract, the parties should consult 


an attorney. The ramifications of a breach of a contract in which time is of the 
essence can be significant; for example, a buyer might lose escrow funds, or the 
seller might lose the right to enforce the contract. 


When a contract does not specify a deadline for performance, the acts it requires should be 
performed within a reasonable time. The interpretation of what constitutes a reasonable time 
depends on the situation. Courts can declare a contract invalid because the contract did not 
contain a time or date for performance. 


Assignment 


Assignment refers to a transfer of rights or duties under a contract. Generally rights and 
obligations may be assigned to a third party as long as they do not involve a contract for 
personal services. Obligations may be delegated, but the original party remains liable unless 
specifically released. Many contracts have a clause that will either allow or forbid assignment. 


A IN PRACTICE 
| | A homeowner signs an exclusive right-to-sell agreement with a broker. Because the 


contract is for the services that the particular broker will provide, the broker cannot 
assign the agreement to a different broker. 


Novation 


Substitution of a new contract for an existing contract is called novation. The new agreement 
may be between the same parties, or a new party may be substituted for either or both of the 
parties. The parties’ intent must be to discharge the old obligation. When there are many 
changes to a real estate contract and it is faxed, scanned, or otherwise re-transmitted several 
times, it may become difficult to decipher. Novation occurs when a new, clear contract with 
all the accepted changes is signed by all the parties. 


Breach of contract 


A contract may be terminated if it is breached by one of the parties. A breach of contract is 

a violation of any of the terms or conditions of a contract. A seller who fails to deliver title to 
the buyer breaches a sales contract. The breaching or defaulting party assumes certain burdens, 
and the nondefaulting party has certain legal and/or equitable remedies. 


If the seller breaches a real estate sales contract, the buyer may sue for specific performance 
unless the contract specifically states otherwise. In a suit for specific performance, the buyer 
asks the court to force the seller to go through with the sale and transfer the property as 
previously agreed. The buyer may choose to sue for damages, in which case the seller is asked 
to pay for any costs and hardships suffered by the buyer as a result of the seller’s breach. 


If the buyer defaults, the seller can sue for damages or sue for the purchase price. A suit for 
the purchase price is an action for damages, but it has the same result as a suit for specific 
performance: The seller tenders the deed and the buyer is required to pay the agreed price. 


The contract may limit the remedies available to the parties. A liquidated damages clause in a 
real estate purchase contract specifies the amount of money to which the seller is entitled if 
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the buyer breaches the contract. The liquidated damages in the event that the buyer defaults 
may be specified as the buyer’s earnest money deposit (down payment), although in some 
states, the amount of liquidated damages in a residential purchase contract is limited to a 
specific percentage of the purchase price—say, 3%—even if the buyer has made a down 
payment for a larger amount. 


Statute of limitations 


Every state limits the time during which parties to a contract may bring a legal action, or 
lawsuit, to enforce their rights. The statute of limitations varies for different legal actions, and 
any rights not enforced within the applicable time period are lost. 


Other reasons for termination 
A contract may also be discharged or terminated when any of the following occurs: 


= Partial performance of the terms, along with a written acceptance by the party for whom 
acts have not been done or to whom money is owed. If the parties agree that the work 
performed is close enough to completion, for example, they can agree that the contract is 
discharged even if some minor elements remain unperformed. 


E Substantial performance, in which one party has substantially performed on the contract 
but does not complete all the details exactly as the contract requires. Such performance 
may be enough to force payment, with certain adjustments for any damages suffered by 
the other party. For example, if a newly constructed addition to a home is finished except 
for polishing the brass doorknobs, the contractor is entitled to the final payment. 


= Impossibility of performance, in which an unforeseen circumstance has made an act 
required by the contract impossible or impracticable. Sometimes, a contract will cover 
a contingency, such as the destruction of property to be transferred. At other times, an 
event will occur that makes fulfillment of the contract terms a practical impossibility, such 
as when a buyer is laid off and can no longer afford to complete the purchase. 


= Mutual agreement of the parties to cancel the contract. Cancellation by one party will 
terminate a contract but does not automatically return the parties to their original 
position, unless provided by law (such as the right of cancellation that accompanies some 
consumer contracts) or by the terms of the agreement. 


E Operation of law, such as in the voiding of a contract by a minor, or as a result of fraud, 
or because a contract was altered without the written consent of all parties involved. 
Rescission returns the parties to their original positions before the contract, so any monies 
or property exchanged must be returned. Rescission is normally a contractual remedy for a 
breach, but a contract may also be rescinded by the mutual agreement of the parties. 


A IN PRACTICE 
If a contract contains any ambiguity, the court will generally interpret the 


agreement against the party who prepared it. In a contract between a business and 
a consumer, the court will tend to favor the consumer unless it can be shown that 
the consumer signed the contract with full knowledge of and consent to its terms. 
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CONTRACTS USED IN THE REAL ESTATE BUSINESS 


Learning Objective: Describe the primary written agreements and forms used in real 
estate sales and leasing. 


The written agreements most commonly used by real estate professionals are 
client representation agreements, 


real estate sales contracts, 


options, 


escrow agreements, 


| 
| 
| 
E owner financing contracts, such as land contracts or contracts for deed, 
a 
E leases, and 

E 


property management agreements. 


Use of contract forms 


The practice of law includes preparing legal documents, such as deeds and mortgages, and 
offering advice on legal matters. A real estate professional who is not a licensed attorney 
cannot practice law. Nevertheless, many states have specific guidelines for when and how real 
estate professionals may assist consumers with contract preparation. These guidelines, which 
specify the activities that are not considered the practice of law or which can be performed 
by non-attorneys, are created by state real estate officials, court decisions, or statutes. Often, 
brokerage representation agreements, agency and property disclosure forms, and parts of 
residential property sales agreements must comply word for word with statutory language. 


A real estate professional also may be permitted to fill in the blanks on other preprinted 
documents, such as those created by bar associations, real estate trade associations, and 
attorneys for real estate firms, as directed by the client. No separate fee may be charged for 
completing the forms. 


The parties to a real estate transaction always should be advised to have sales contracts and other 
legal documents examined by their lawyers before they sign them to ensure that the agreements 
accurately reflect their intentions. When preprinted forms do not sufficiently cover special 
provisions in a transaction, the parties should have an attorney draft an appropriate contract. 


A IN PRACTICE 

Real estate professionals should always be aware of the source of any preprinted 
document, particularly those that have not come from the state, a trade association, 
or their employer’s attorney and have not been approved by the firm. The forms 
made available by a national publishing company, for instance, may or may not 
be state-specific, and should always be shown to and approved by the firm, acting 
on the advice of counsel, before being used. Just because a preprinted form is 
available doesn’t mean that the real estate professional should offer it to a client. 


Sales contracts 


A real estate sales contract contains the complete agreement between a buyer of a parcel of 
real estate and its seller. It establishes the legal rights and obligations of buyer and seller. 
Depending upon the area, the contract may be referred to as an offer to purchase, a contract 
of purchase and sale, a purchase agreement, an earnest money agreement, or a deposit receipt. 
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A counteroffer is a 
new offer; it rejects the 
original offer. 


In addition to the essential elements of a contract, a real estate sales contract will include 
E the sales price and terms; 
E an adequate description of the property and improvements; 


E astatement of the kind and condition of the title and the form of deed to be delivered by 
the seller; 


m the kind of title evidence required, who will provide it, and how many defects in the title 
will be eliminated; and 


E astatement of all the terms of the agreement between the parties, including any 
contingencies—conditions that must be met to successfully complete the transaction. 


Offer 


The real estate sales agreement is an offer to purchase real estate when it has been prepared, 
signed by the prospective buyer, and communicated to the seller. Typically, the buyer’s offer is 
presented by the buyer or the buyer’s representative to the seller or the seller’s representative. 
If either party is represented by a real estate professional, the real estate professional must be 
the one who sends or receives communications on behalf of the client. If the buyer’s offer is 
accepted by the seller and the seller signs the document, it becomes a sales contract. 


Counteroffer 


Any change by the seller to the terms proposed by the buyer creates a counteroffer. The 
original offer ceases to exist because the seller has rejected it. The buyer may accept or reject 
the seller’s counteroffer. If the buyer desires, the process may continue by making another 
counteroffer. Any change in the last offer results in a new counteroffer until either the parties 
reach agreement or one party walks away. 


An offer or counteroffer may be withdrawn at any time before it has been accepted, even if the 
person making the offer or counteroffer agreed to keep the offer open for a set period. 


Acceptance 


An offer is accepted and a contract is formed only after the seller agrees to the original offer 
or a later counteroffer exactly as it is made, signs the document, and the seller’s representative 
advises the buyer (through the buyer’s representative, if there is one) of the seller’s acceptance. 
A copy of the contract is provided to each party. 


The next step is the approval of the parties’ attorneys, if the contract calls for it. 


If the last counteroffer was made by the seller, the roles are reversed. It is the buyer who 
must agree to the terms of the last counteroffer by signing the document, and the buyer’s 
representative must notify the seller (through the seller’s representative, if there is one) of the 
buyer’s acceptance. A copy of the contract is provided to each party and the approval of the 
parties attorneys is the next step, if required by the contract. 


An offer is not considered accepted until the person making the offer has been notified of 
the other party’s acceptance. When the parties communicate through a representative or at a 
distance, questions may arise regarding whether an acceptance, rejection, or counteroffer has 
occurred. All offers, acceptances, or other responses should be transmitted as soon as possible 
and acknowledged by the recipient to avoid later questions of proper communication. 
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Binder 


In some states, and particularly in a complex transaction involving commercial or industrial 
property, a buyer’s offer may be presented in a shorter document known as a binder, or letter 
of intent, instead of a complete sales contract. The binder states the essential terms of the offer 
and acknowledges that the buyer’s representative has received the buyer’s deposit. A more 
formal and complete contract of sale is drawn up by an attorney once the seller accepts and 
signs the binder. 


Earnest money deposits 


It is customary, although not essential, for a purchaser to provide a deposit when making an 
offer to purchase real estate. This deposit, usually in the form of a check, is called earnest 
money. The earnest money deposit is evidence of the buyer’s intention to carry out the terms 
of the contract in good faith. The amount of the deposit is a matter to be agreed on by the 
parties but typically is an amount sufficient to 


E discourage the buyer from defaulting, 
=E compensate the seller for taking the property off the market, and 


E cover any expenses the seller might incur if the buyer defaults. 


A IN PRACTICE 
| | n many states, the earnest money check is given to the seller’s agent on 


acceptance of the offer to purchase by the seller. When the disposition of the funds 
has been determined, they will be placed in an escrow account according to the 
terms of the escrow agreement, the contract between the buyer, the seller, and the 
escrow holder that sets forth the rights and responsibilities of each. The escrow 
holder will collect and then disburse the funds and documents that are necessary 
to close the transaction. 


If there is a delay in presentation of an offer or negotiations are lengthy, most states require 
that earnest money be deposited in a broker’s escrow or trust account, where it is held until 
the offer to purchase is accepted or rejected. The escrow account must be separate from the 
broker’s business or personal account. A separate escrow account does not have to be opened 
for each earnest money deposit received; all deposits may be kept in one account. A broker 
must maintain full, complete, and accurate records of all earnest money deposits. The broker's 
(and any involved sales associate’s) real estate license may be revoked or suspended if deposits 
are not managed properly. In some areas, it is customary for deposits to be held in escrow 

by the seller’s attorney. If the offer is not accepted, the earnest money deposit is immediately 
returned to the would-be buyer. If the offer is accepted, the funds are delivered to the escrow 
holder according to the terms of the escrow agreement. 


Equitable title 


When a buyer signs a contract to purchase real estate that is accepted by the seller, the 

buyer does not immediately receive title to the land. Title transfers only upon delivery and 
acceptance of a deed. After both buyer and seller have executed a sales contract, however, the 
buyer acquires an interest in the land known as equitable title. A person who holds equitable 
title has rights that vary from state to state. Equitable title may give the buyer an insurable 
interest in the property. 
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www.uniformlaws.org 


Destruction of premises 


Once a sales contract is signed by both parties, who assumes the risk of any damage to the 
property that may occur before closing the contract? 


More than a dozen states, including California, Illinois, New York, and Texas, have adopted 
the Uniform Vendor and Purchaser Risk Act, which can be viewed at www.uniformlaws.org. 
‘The act specifically provides that the seller will bear any loss that occurs before the title passes 
or the buyer takes possession. In some states, the buyer assumes the risk of any damage to the 
property, unless the contract provides otherwise. 


Liquidated damages 


To simplify matters in the event that one party breaches a contract, the parties may agree on a 
certain amount of money that will compensate the nonbreaching party. Such money is called 
liquidated damages. If a sales contract specifies that the earnest money deposit is to serve as 
liquidated damages in the event that the buyer defaults, the seller will be entitled to keep the 
deposit if the buyer refuses to perform without good reason. The seller who keeps a deposit 

as liquidated damages may not sue for any further damages if the contract provides that the 
deposit is the seller’s sole remedy (usually, the purpose of liquidated damages). State law may 
limit the amount of the deposit that can be retained as liquidated damages. 


Provisions of a sales contract 


All real estate sales contracts contain a number of provisions, or clauses. Most sales contracts 
include the following information: 


E Purchasers name and a statement of the purchaser’s obligation to purchase the property, 
sometimes including how the purchaser intends to take title 


m Adequate description of the property, such as the street address; while a street address is 
adequate to describe most residential properties in a sales contract, it is not adequate for 
the legal description that will be included in the deed 


E Sellers name and a statement of the type of deed the seller agrees to provide, including 
any covenants, conditions, and restrictions 


E Purchase price and how the purchaser intends to pay for the property, including earnest 
money deposits, additional cash from the purchaser, and the conditions of any anticipated 
mortgage financing 


E Identification of the closing or settlement agent and closing or settlement instructions 


E Date for the closing of the transaction and the transfer of possession of the property to 
the purchaser 


m Title evidence that will be satisfactory to the buyer 
m= Method by which real estate taxes, rents, fuel costs, and other expenses are to be prorated 


E Outcome of the contract should the property be damaged or destroyed between the time 
of signing and the closing date 


m Liquidated damages, specific performance, or other statement of remedies available in the 
event of default 


E Contingencies or conditions of the sale 


m Personal property to be left with the premises for the purchaser (such as major appliances 
or lawn and garden equipment) 
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E Fixtures or other items that could be considered part of the real property that are to be 
removed by the seller before the closing (such as a chandelier or fireplace screen) 


E Transfer of any applicable warranties on items such as heating and cooling systems or 
built-in appliances 


E Identification of any leased equipment that must be transferred to the purchaser or 
returned to the lessor (such as cable television boxes or a water softener) 


E ‘Transfer or payment of any outstanding special assessments 


E Purchaser’s right to inspect the property shortly before the closing or settlement (often 
called the final walk-through) 


= Documents to be provided by each party and when and where they will be delivered 


E Dated signatures of all parties. In some states, the sellers nonowning spouse may be 
required to release potential marital or homestead rights. In most states, there must be 
an agency disclosure statement that indicates the form of representation provided by 
the real estate professional(s). Documents can be transmitted and signed electronically 
using one of a variety of software programs, in compliance with the Uniform Electronic 
Transactions Act (www.uniformlaws.org), which has been adopted by all states except 


www.uniformlaws.org 


www.cornell.edu/us- 
code/text/15/chapter-96. 


Illinois, New York, and Washington. Those states are subject to the Electronic Signatures 
in Global and National Commerce Act (E-Sign Act), found at https://www.law.cornell 
.edu/uscode/text/15/chapter-96. 


Contingencies 


Conditions that must be satisfied before a sales contract is fully enforceable are contingencies. 
The contract clause that provides a contingency will include the following three elements: 


E ‘The action necessary to satisfy the contingency 
m The time frame within which the action must be performed 


m The party who is responsible for paying any costs involved 


The most common contingencies are as follows: 


m= A mortgage contingency protects the buyer’s earnest money in the event that the buyer is 
unable to secure a mortgage on the property. 


E An inspection contingency provides that the buyer may obtain certain inspections of 
the property and may cancel the contract if the inspections indicate an unsatisfactory 
or unsafe property condition. Inspections may include those for wood-boring insects, 
lead-based paint, structural and mechanical systems, sewage facilities, and radon or other 
toxic materials. Buyer and seller can usually come to an agreement on any work indicated 
by a property inspection, and the party responsible for paying for the work. 


E A property sale contingency protects a buyer who has to sell a home in order to buy the 
seller's property. This provision protects the buyer from owning two homes at the same 
time and also helps ensure the availability of cash for the purchase. 


m= A Lenholder approval, if the contract is a short sale. 
The seller may insist on an escape clause, which permits the seller to continue to market the 


property until all the buyer’s contingencies have been satisfied or removed. The buyer may 
retain the right to eliminate the contingencies if the seller receives a more favorable offer. 
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An amendment 
changes contract terms. 
An addendum adds to 
contract terms. 


(Note that contingencies create a voidable contract; if the contingencies are rejected or not 
satisfied, the contract is void.) 


A IN PRACTICE 
| | The real estate professional should avoid recommending sources for any 


inspection or testing services. If a buyer suffers any injury as a result of a provider’s 
negligence, the real estate professional might also be named in any lawsuit. The 
better practice is to give the client the names of several professionals who offer 
high-quality services. 


Amendments and addendums 


A change or modification to the existing content of a contract is an amendment. An 
amendment can also be a change to the existing words or provisions in a preprinted contract 
form. Amendments to the contract form must be separately initialed or signed by all parties 
prior to or at the time that the contract is signed. 


An addendum is any provision added to an existing contract that may change or be an 
addition to the content of the original. An addendum includes the original contract’s 
provisions by reference, meaning the addendum mentions the original contract, and must be 
signed by all parties. For example, an addendum might be an agreement to split the cost of 
repairing certain items discovered during a home inspection. 


A IN PRACTICE 
| | Seller and buyer have agreed to a sales contract that provides for a closing of the 


transaction in 60 days. In the next few weeks, it becomes obvious that, because 
of a backlog in the lender’s underwriting department, a closing in 60 days will not 
be possible. The parties agree to amend the contract by allowing for 30 more days 
within which to complete the contract terms, executing a document that changes 
the provision requiring closing “within 60 days of contract acceptance” to “within 
90 days of contract acceptance.” 


Disclosures 


Many states have enacted mandatory property condition disclosure laws, which help 
consumers make informed decisions. Disclosure of property conditions may be included as 
part of a sales contract or may be required in a separate document that is presented to the 
buyer before an offer to purchase is made. Many states require separate forms for disclosing 
environmental problems. 


Options 


An option is a contract by which an optionor (generally an owner) gives an optionee (a 
prospective purchaser or tenant) the right to buy or lease the owner’s property at a fixed price 
within a certain period of time. The optionee pays a fee as consideration for the option right. 
The optionee must then decide whether to exercise the option right or allow the option to 
expire. An option is enforceable by the optionee only (a unilateral contract). Options must 
contain all the elements of a valid contract. 
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A lease may include an option for the tenant to purchase the property. A residential lease 
option may also provide for a portion of the lease payment to be applied to the purchase price 
if the tenant decides to exercise the option. Options on commercial real estate frequently 
depend on some specific conditions being fulfilled, such as obtaining a zoning change or a 
building permit. The optionee may be obligated to exercise the option if the optionor has 
expended resources and money to meet the conditions specified in the option. Similar terms 
could also be included in a sales contract. 


Owner financing contracts 


A traditional lender does not always have to be involved in the financing of a real estate 
purchase. With owner financing, the seller provides credit for all or part of the funds that will 
allow the buyer to move forward with the transaction. 


A real estate sale can be made under a land contract, also called a contract for deed, a contract 
of sale, a conditional sales contract, a bond for title, an installment contract, a land sales contract, 
or articles of agreement for warranty deed. Under a typical land contract, the owner/seller 

(also known as the vendor) retains legal title. The buyer (the vendee) takes possession and 
gets equitable title to the property. The buyer agrees to give the seller a down payment and 
pay regular monthly installments of principal and interest over a number of years. The buyer 
also agrees to pay real estate taxes, insurance premiums, repairs, and upkeep on the property. 
Although the buyer obtains possession under the land contract, in its oldest form the seller is 
not obligated to execute and deliver a deed to the buyer until the terms of the contract have 
been satisfied—that is, all payments due to the seller have been made. An early pay-off can 
occur if the buyer obtains a mortgage loan to pay off the contract balance. Although a land 
contract is usually assumable by subsequent purchasers, it generally must be approved by the 
seller. 


A IN PRACTICE 
| | State legislatures and courts have recognized the harsh result that may occur if a 


buyer under a land contract breaches the terms of the contract by missing a single 
payment, even after many years of fulfilling the terms of the agreement. Depending 
on the state, the buyer under a land contract may have an equitable interest in 
the property after as little as one year of successfully making contract payments. 
This means that the statutory requirements for a foreclosure must be followed if 
the vendor wants to take back the property, and also that the defaulting vendee is 
entitled to a share of the proceeds of a forced sale. 


The seller who finances a sale can also make use of a purchase money mortgage in which the 
buyer receives title to the property but places a security interest on it—the mortgage—in favor 
of the seller. The terms of the mortgage will dictate how it can be foreclosed in the event that 
the buyer defaults on the purchase. 


There is one other way in which a property owner can help a buyer complete a transaction. 

If the buyer cannot obtain all the money needed for the purchase from a traditional lender, 
the seller may be willing to “take back a second” by holding part of the debt as a second 
mortgage. The lender will still have the priority interest in the property in the event that the 
buyer defaults, but the seller will have a secondary interest. This can be a very useful tool if the 
buyer has an insufficient down payment, provided the lender is made aware of and approves 
the arrangement. 
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KEY POINT REVIEW 


A valid contract is a voluntary agreement based on the consent of the parties to the 
agreement. An offer by one party (offeror) is accepted by the other (offeree). A contract 
can be revoked by the offeror up to the time of acceptance. The parties must be of legal age 
and able to understand the nature or consequences of their actions. The contract must be 
supported by consideration—something of value, which could be love and affection—and 
must have a legal act as its objective. 


A contract may be express (in words) or implied by the conduct of parties and may be 
required to be in writing to be enforceable in a court of law. A contract may be bilateral 
(having obligations on both sides) or unilateral (a promise by one side that can be accepted 
by performance of the other side). A contract may be executed (all parties have fulfilled their 
promises) or executory (one or both parties still have an act to perform). 


A contract is voidable if it may be rescinded or disaffirmed by one or both parties. A 
contract with a minor is voidable. A contract is void if one of the essential elements is missing. 
If a mistake, misrepresentation, fraud, undue influence, or duress occurs, there is no mutual 
consent or meeting of the minds, which means that an essential element of the contract is 
missing and the contract is void. 


A contract may be discharged (completed) by 

E performance, which completes the contract terms; 

E partial performance, if agreeable to both parties; 

E substantial performance, depending on circumstances; 
a 


impossibility of performance (required acts cannot be legally accomplished); 
assignment (transfer of rights to assignee or delegation of duties, if allowed by the 
contract); 


novation (substitutes a new contract or party for the original); 


breach by one of the parties without legal cause, in which case a liquidated damages 
clause may specify the amount the seller will receive if the buyer defaults; 


failure to enforce contract within statute of limitations; 
mutual agreement of the parties; 


operation of law, as when a contract is void from inception; 


rescission, which returns the parties to their original pre-contract positions, so any 
property or funds that have been transferred must be returned; or 


E cancellation, which also is a termination of the contract. 


The written agreements most often used in residential real estate transactions by real estate 
professionals are client representation agreements, sales contracts, options, escrow 
agreements, property management agreements, leases, and owner financing agreements, 
such as land contracts or contracts for deed. 


A real estate sales contract is usually accompanied by an earnest money deposit, which 
may be held in a broker’s escrow or trust account until an escrow is arranged to complete 
a property purchase or the funds are returned to the would-be buyer if there is no sales 
agreement. 
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The sales contract usually will identify the parties and the property that is the subject of the 
transaction, indicate the amount that the buyer is including with the offer to serve as earnest 
money, how the buyer intends to finance the purchase, who will serve as the closing agent 
for the transaction, when the transaction is to close and possession of the property delivered 
to the buyer, fixtures or other items on the property that are not part of the sale, personal 
property of the seller that will be included in the sale, inspections that will be made by the 
buyer, seller disclosures that are required by law, and other provisions. 


The contingencies included in a sales contract allow the buyer to have an attorney review the 
contract, secure financing, conduct necessary inspections, and perform other activities. 


Amendments and addendums can be used to alter the terms of a preprinted contract during 
the negotiation of the sale or to include additional terms after the contract has been signed by 
the parties. 


An option allows the optionor (owner) to give the optionee the right to purchase the 
property at a later date at the price fixed in the option agreement. 


Owner financing can assist a buyer by providing a credit for some or all of the purchase price. 
A land contract, also known as a contract for deed, contract of sale, conditional sales 
contract, bond for title, installment contract, land sales contract, or articles of agreement 
for warranty deed, must comply with state law. With a purchase money mortgage, the 
buyer receives title to the property immediately but places a security interest on the property 
in favor of the seller. 
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A legally enforceable agreement under which both 
parties promise to do something for each other is 
called 

A. an escrow agreement. 

B. a legal pledge. 

C. a bilateral contract. 

D. an option agreement. 


A person approaches an owner and says, “Td like 
to buy your house.” The owner says, “Sure,” and 
they agree on a price. What kind of contract is 
this? 


A. Implied 
B. Unenforceable 
C. Void 


D. No contract 


A contract is said to be bilateral if 

A. one of the parties is a minor. 

B. the contract has yet to be fully performed. 

C. only one party to the agreement is bound to 
act. 

D. both parties to the contract exchange binding 
promises. 


During the period after a real estate sales contract 
is signed, but before title actually passes, the sta- 
tus of the contract is 

A. voidable. 

B. executory. 

C. unilateral. 

D. implied. 


A contract for the sale of real estate that does not 
state the consideration and provides no basis on 
which the consideration could be determined is 
considered 


A. voidable. 

B. executory. 
C. void. 

D. enforceable. 


A buyer and a seller sign a contract to purchase. 
The seller backs out, and the buyer sues for spe- 
cific performance. What is the buyer seeking in 
this lawsuit? 

A. Money damages 

B. New contract 

C. Deficiency judgment 

D. Transfer of the property 


In a preprinted sales contract, several words were 

crossed out or inserted by the parties. To elimi- 

nate future controversy as to whether the changes 

were made before or after the contract was signed, 

the usual procedure is to 

A. have both parties initial or sign in the margin 
near each change. 

B. write a letter to each party listing the 
changes. 

C. have each party write a letter to the other 
approving the changes. 

D. redraw the entire contract. 


A buyer makes an offer on a seller’s house and the 
seller accepts. Both parties sign the sales contract. 
At this point, the buyer has what type of title to 
the property? 

A. Equitable 

B. Voidable 

C. Escrow 

D. Contract 


The sales contract says the buyer will purchase 
only if an attorney approves the sale by the fol- 
lowing Saturday. The attorney’s approval is 

a contingency. 

a reservation. 

a warranty. 

. a consideration. 


JOW p 
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A real estate broker uses earnest money placed 

in the company trust account to pay for the rent 

owed on the brokerage’s office. Using escrow funds 

for this purpose is 

A. illegal, unless the client has approved the 
expenditure. 

B. legal if the trust account is reimbursed by the 
end of the calendar month. 

C. legal if the seller gives consent in writing. 


D. illegal. 


An option to purchase binds which of the follow- 
ing parties? 

A. Buyer only 

B. Seller only 

C. Neither buyer nor seller 

D. Both buyer and seller 


A buyer and a seller enter into a real estate sales 
contract. Under the contract’s terms, the buyer will 
pay the seller $2,000 a month for 10 years. The 
seller will continue to hold legal title, while the 
buyer will live in the home and pay all real estate 
taxes, insurance premiums, and regular upkeep 
costs. What kind of contract do the buyer and 
seller have? 

A. Option contract 

B. Contract for mortgage 

C. Unilateral contract 

D. Land sales contract 


The purchaser of real estate under an installment 

contract 

A. generally pays no interest charge. 

B. receives title immediately. 

C. is not required to pay property taxes for the 
duration of the contract. 

D. has an equitable interest in the property’s title. 


Under the statute of frauds, all contracts for the 
sale of real estate must be 

A. originated by a real estate professional. 

B. on preprinted forms. 

C. in writing to be enforceable. 

D. accompanied by earnest money deposits. 


If, upon the receipt of an offer to purchase a prop- 
erty, the seller makes a counteroffer, the prospective 
buyer is 

A. bound by the original offer. 

B. not able to counter the counteroffer. 

C. bound by whichever offer is lower. 

D. relieved of the original offer. 


16. 


17. 


18. 
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A buyer makes an offer to purchase certain proper- 
ty listed with a real estate professional and leaves an 
escrow deposit with the real estate professional to 
show good faith. The real estate professional should 
A. immediately apply the deposit to the listing 


expenses. 

B. put the deposit in an account, as provided by 
state law. 

C. give the deposit to the seller when the offer is 
presented. 


D. put the deposit in the real estate professional’s 
personal checking account. 


While suffering from a mental illness that caused 
delusions, hallucinations, and loss of memory, a 
person signed a contract to purchase real estate. 
Which statement regarding the contract to pur- 
chase is TRUE? 

A. The contract is voidable. 

B. The contract is void. 

C. The contract lacks consent. 

D. The contract is fully valid and enforceable. 


A real estate professional has found a buyer for a 
seller’s home. The buyer has indicated in writing 
a willingness to buy the property for $1,000 less 
than the asking price and has provided an earnest 
money check for $5,000. The seller is out of town 
for the weekend, and the real estate professional 
has been unable to inform the seller of the signed 
document. At this point, there is 

A. avoidable contract. 

B. an offer. 

C. an executory agreement. 

D. an implied contract. 


19. A buyer and a seller agree on a purchase price of 


$300,000 for a house. The contract contains a 
clause stating that “time is of the essence.” Which 
statement is TRUE? 

A. The closing must take place within a 
reasonable period before the stated date. 

B. A “time is of the essence” clause is not binding 
on either party. 

C. The closing date must be stated as a particular 
calendar date, and not simply as a formula, 
such as “two weeks after loan approval.” 

D. If the closing date passes and no closing takes 
place, the contract may be rescinded by the 
party who was ready to settle on the scheduled 
date. 
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20. A buyer signs a contract under which he is given 
the right to purchase a property for $230,000 
anytime in the next six months. The buyer pays the 
current owner $3,000 at the time the contract is 
signed. Which of the following BEST describes this 


agreement? 

A. Contingency 
B. Option 

C. Installment 
D. Sales 
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Real Estate Financing 


LEARNING OBJECTIVES 
When you have completed this unit, you will be able to accomplish the following. 


> Describe the factors that contribute to housing affordability, including interest rates and ability to 
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KEY TERMS 


pay. 


involved in each. 


process involved in each. 


Describe the terms, conditions, and use of the promissory note. 
Explain the elements and use of the mortgage and deed of trust, and the roles of the parties 


Describe the various types of real estate financing. 
Explain the distinction between a judicial foreclosure and a non-judicial foreclosure, and the 


Describe the various consumer protections related to homeownership. 


acceleration clause 
adjustable-rate mortgage 
(ARM) 
alienation clause 
amortized loan 
assumption of mortgage 
balloon payment 
beneficiary 
Comprehensive Loss 
Underwriting Exchange 
(CLUE) 
debt to income (DTI) 
deed in lieu of foreclosure 
deed of reconveyance 
deed of trust 
defeasance clause 
deficiency judgment 


discount points 

equity 

FICO® score 

foreclosure 
growing-equity mortgage 
homeowners insurance 
hypothecation 

index 

interest 

interest-only loan 

oan origination fee 
oan-to-value ratio (LTV) 
margin 

mortgage 

mortgagee 

mortgagor 

negative amortization 


negotiable instrument 

note 

PITI (principal, interest, taxes, 
and insurance) 

prepayment penalty 

promissory note 

release deed 

reverse mortgage 

satisfaction of mortgage 

short sale 

straight loan 

“subject to” 

trustee 

trustor 

usury 
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OVERVIEW 


In the United States, most homes that are to be owner-occupied are purchased with borrowed 
money. The present lending industry has developed to service the financial requirements of 
homebuyers. Here, we will examine housing affordability—what it takes to purchase a home, 
and whether the investment is manageable. We then look at the ways in which real estate 

is financed. We conclude with a discussion of homeowners property insurance, an essential 
element to loan approval. 


A IN PRACTICE 
| | A real estate professional should refer a prospective buyer to a lender to be 


preapproved for a loan prior to showing properties to the buyer. It is important 
for the real estate professional to be knowledgeable about real estate financing 
programs and products in order to provide quality service, especially when 
representing a buyer, but it is also important for the buyer to be realistic about the 
type and amount of financing that the buyer can acquire. 


HOUSING AFFORDABILITY 


www.census.gov/ 
newsroom/press 
-releases/2021/ 
homeownership 
„html 


Learning Objective: Describe the factors that contribute to housing affordability, 
including interest rates and ability to pay. 


Federal, state, and local governments have worked to increase the affordability of housing 

by removing impediments to home ownership. At the start of this century, low-interest 

loans, interest-only loans, and flexible lending standards helped initiate housing loans to an 
ever-broader pool of borrowers, including many who would not have qualified for a housing 
loan otherwise. Unfortunately, easing lending standards backfired in many cases. According 
to census data, by June of 2004, 69.2% of households were homeowners. That proved to 

be a high point, however, and the home ownership rate has since declined. By 2012, many 
borrowers who had relied on steadily increasing prices to justify their purchases had defaulted. 
A record number of foreclosures meant that real estate prices fell precipitously. A recessionary 
period and high unemployment made matters even worse, both for homeowners in distress 
and those who might have entered the housing market. When home prices fell, investors saw 
an opportunity and purchased many homes for use as rentals, further contracting the housing 
supply for prospective buyers. 


The housing market started to recover somewhat by 2015, but the annual average home 
ownership rate for 2016 was 63.4%, the lowest rate in the last half-century. That rate 
increased by 2019 to 64.1% and may keep increasing due to record low interest rates, despite 
the tight housing supply that was exacerbated by the labor and material shortages of 2020 and 
2021. Recent housing data can be found at www.census.gov/newsroom/press-releases/2021/ 
homeownership.html. 


Certainly, not everyone wants to or should own a home. Home ownership involves substantial 
commitment and responsibility. People whose work requires frequent moves or whose 
financial position is uncertain particularly benefit from renting. Renting also provides more 
leisure time by freeing tenants from management and maintenance. 


Those who choose home ownership over renting must evaluate many factors before they 
decide to purchase property. And the purchasing decision must be weighed carefully in light 
of each individual’s financial circumstances. 


www.hudexchange 
.info/programs/ 
housing-counseling/ 


The basic costs of own- 
ing a home are PITI: 


E Principal 
E Interest 
E Taxes 

E Insurance 


www.equifax.com 
www.experian.com 


www.transunion.com 


www.annualcreditre- 
port.com 
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The decision to buy or to rent property involves considering 
how long a person wants to live in a particular area, 

a person’s financial situation, 

housing affordability, 

current mortgage interest rates, 


tax consequences of owning versus renting property, and 


what might happen to home prices and tax laws in the future. 


Unfortunately, recent history has shown that there are those who will commit mortgage fraud 
in applying for a home loan by exaggerating income or assets, minimizing or concealing debt 
obligations, or providing a false employment history. Loan applicants have also been victims 
of predatory lending practices that result in too-high loan fees and abusive interest rates. To 
help curb such practices, the Department of Housing and Urban Development (HUD) now 
certifies housing counselors to assist borrowers in knowing their responsibilities and rights. 
Information on the Housing Counseling Certification program is at www.hudexchange.info/ 
programs/housing-counseling/. 


Mortgage terms 


Mortgage terms and payment plans are two of the biggest factors when deciding whether to 
own or rent a home. Although many loan programs of the past are no longer offered or are 
offered only to highly qualified borrowers, mortgages on less stringent terms are still available 
to those who qualify. The Federal Housing Administration (FHA) and the U.S. Department 
of Veterans Affairs (VA), for example, have programs with low down payments and lower 
credit score requirements. They, too, have tightened lending standards in recent years. There 
are also state-sponsored programs that may be of assistance. 


Ownership expenses and ability to pay 


Home ownership involves many expenses, including utility costs, such as electricity, natural 
gas, heating oil, water, trash removal, and sewer charges, in addition to routine maintenance 
and repairs. Owners also must pay real estate taxes, buy property insurance, and repay (with 
interest) the mortgage loan used to purchase the property—what lenders refer to as PITI 
(principal, interest, taxes, and insurance). 


To determine what a prospective buyer can afford, most home mortgage lenders use a 
computerized underwriting system that considers various factors, including the loan 
applicant’s credit report and credit score. There are three major credit reporting companies 
in the United States: Equifax (www.equifax.com), Experian (www.experian.com), and 
‘TransUnion (www.transunion.com). 


CHECKING YOUR CREDIT REPORT 


The credit report is important in acquiring a loan for a home or other major purchase, 

obtaining a credit card, being approved for a lease, and even in acquiring a new job. Because 

of its significance to the consumer in so many ways, the federal government requires each 

of the major credit reporting companies to make a free copy of the report available annually 

to every consumer for whom a report is available. The free reports can be obtained at www 
.annualcreditreport.com. (Don’t be confused by similarly named sites that charge for this service.) 
Because each of the credit reporting agencies is required to comply with the law, the consumer 
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www.myfico.com/ 
credit-education 


can request a free report every four months from a different company each time, making it 
possible to monitor one’s credit status on a regular basis. 


A credit score is prepared by a credit reporting company and is based on a consumer’s past 
history of credit use, including income, outstanding loans, number of credit accounts open, 
outstanding credit lines, number of accounts opened and closed, payment history, and credit 
inquiries. The credit score, often called the FICO® Score because it can be created from 
software developed by Fair Isaac and Company, can range from a low of 300 to a high of 850, 
the best score. Lenders will require a minimum credit score for a loan, often dependent on 
whether or not the lender will sell the mortgage after initiating it or the borrower is making 
use of a government-sponsored program, such as those of FHA and VA. More information on 
the FICO Score is at www.myfico.com/credit-education. 


Lenders generally look at a loan applicant’s percentage of debt to income (DTI). A 
homebuyer who is able to provide at least 10% of the purchase price as a down payment, 

for instance, could be expected to incur a monthly PITI payment of no more than 28% of 
the borrower's gross (pretax) monthly income. Monthly payments on all debts—normally 
including long-term debt such as car payments, student loans, or other mortgages—would be 
expected to not exceed 36% of gross monthly income. Expenses such as insurance premiums, 
utilities, and routine medical care would not be included in the 36% figure but would be 
expected to be covered by the remaining 64% of the buyer’s monthly income. The formula 
can vary, depending on the type of loan program and the borrower's earnings, credit history, 
number of dependents, and other factors. The borrower's credit score now plays a key role in 
the lending decision, though the debt-to-income ratio is still important. 


A IN PRACTICE 
| | A prospective homebuyer wants to know how much to budget for a purchase. The 


buyer has a gross monthly income of $5,000. If the required down payment can be 
made, the buyer’s allowable housing expense may be calculated as follows: 


$5,000 gross monthly income x 28% = $1,400 total housing expense allowed 


$5,000 gross monthly income x 36% = $1,800 total housing and other debt 
expense allowed 


If actual monthly nonhousing debts exceed 8% of gross income (36% — 28%) and 

the borrower is unable to reduce that amount, the monthly payment must be lowered 
proportionately because the debts and housing payment combined cannot exceed 36% of 
gross monthly income. Lower debts would not result in a higher allowable housing payment 
but would be considered a factor for approval. 


The lender will also consider the loan-to-value ratio (LTV), which is the amount of the loan 
as a percentage of the purchase price of the property. If a borrower makes a down payment 
of 10% of the purchase price and borrows the rest, the LTV is 90%. The lower the LTV (the 
greater the down payment), the less risk is assumed by the lender. 


PROMISSORY NOTE 


Learning Objective: Describe the terms, conditions, and use of the promissory note. 


The purchase of a home usually requires borrowing a substantial amount—or all—of the 
purchase price. In exchange for a lender providing the needed funds, the borrower promises to 
repay the debt with interest. 


State usury laws do 
not apply to 
federally-related 
residential first 
mortgage loans. 
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The promissory note, called the note or financing instrument, is a borrower's personal promise 
to repay a debt according to the agreed terms. A promissory note executed by a borrower 

(the maker or payor) is a contract with the lender (the payee). The note generally states the 
amount of the debt, the time and method of payment, and the rate of interest. When signed 
by the borrower and other necessary parties, the note becomes a legally enforceable and 

fully negotiable instrument of debt. When the terms of the note are satisfied, the debt is 
discharged. If the terms of the note are not met, the lender may foreclose on any property that 
was used as security for the debt. When a note is unsecured (there is no collateral provided for 
the debt), the lender can sue to collect on the note. 


A note is a negotiable instrument, similar to a check or bank draft. The payee who holds the 
note may transfer the right to receive payment to a third party in one of two ways: 
E By signing the instrument over (that is, by assigning it) to the third party 


m By delivering the instrument to the third party 


A IN PRACTICE 
| | Most home loans are sold by the lenders who have made them, which is useful 


because it means that more funds are made available for future borrowers. Home 
loans are bought and sold in the secondary mortgage market. 


Interest 


Interest is a charge for the use of money, expressed as a percentage of the remaining balance 
of the loan. A lender charges interest on the principal (amount borrowed that has not yet 
been repaid) over the term of the loan, usually monthly. Interest may be due at either the 

end or the beginning of each payment period. Payments made at the end of a period are 
known as payments in arrears. This payment method is the general practice, and home loans 
often call for end-of-period payments due on the first of the following month. Payments 

may also be made at the beginning of each period and are known as payments in advance. 
Whether interest is charged in arrears or in advance is specified in the note. This distinction is 
important if the property is sold before the debt is repaid in full because it will determine the 
payoffamount required to discharge the loan obligation. 


Usury 


Charging interest in excess of the maximum rate allowed by law is called usury. To protect 
consumers from unscrupulous lenders, many states have enacted laws limiting the interest rate 
that may be charged on loans. In some states, a lender that makes a usurious loan is permitted 
to collect the borrowed money, but only at the legal rate of interest. In others, a usurious 
lender may lose the right to collect any interest or may lose the entire amount of the loan in 
addition to the interest. 


As of March 31, 1980, federal law exempts federally related residential first mortgage loans 
made after that date from state usury laws. A federally related transaction is one that involves 
a federally chartered or insured lending institution or an agency of the federal government. 
Because federal law always preempts state law on the same subject, the federal law means that 
most home loans are not subject to state usury protections. Private lenders are still subject to 
state usury laws, however. 
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A discount point is 


1% of the amount 
being borrowed 
and increases the 
yield on the lender's 
investment. 


Loan origination fee 


‘The processing of a mortgage application is known as loan origination. When a home loan 

is originated, a loan origination fee, or transfer fee, is charged by most lenders to cover the 
expenses involved in generating the loan. These expenses include the loan officer’s salary and 
the lender’s other costs of doing business. A loan origination fee is not prepaid interest; rather, 
it is a charge that must be paid to the lender. The loan origination fee will vary, depending on 
how competitive a lender chooses to be, but typically is about 1% of the loan amount. 


A IN PRACTICE 
| | Because many real estate loans are made by private loan companies that may not 


be covered by federal regulations, it is important that a borrower insist on receiving 
a statement in advance from the lender that clearly states the total amount of 

the loan closing costs and the effective interest rate, in order to avoid unpleasant 
surprises at closing. 


Discount points 


Discount points are used to increase the lender’s yie/d (rate of return) on its investment. 
For example, the interest rate that a lender charges for a loan might be less than the yield 
an investor demands. To make up the difference, the lender charges the borrower discount 
points. The number of points charged depends on two factors: 


m The difference between the loan’s stated interest rate and the yield required by the lender 


E How long the lender expects it will take the borrower to pay off the loan 


For borrowers, one discount point equals 1% of the loan amount (not purchase price) and 
is charged as prepaid interest at the closing. For instance, three discount points charged on 
a $100,000 loan would be $3,000, which is $100,000 x 3%, or $100,000 x 0.03. If a house 
sells for $100,000 and the borrower seeks an $80,000 loan, each point would be $800, not 
$1,000. The points in a new acquisition may be paid in cash at closing by the buyer (or, of 
course, by the seller on the buyer’s behalf, as negotiated by the parties) rather than being 
financed as part of the total loan amount. 


A IN PRACTICE 
| | To determine how many points are charged on a loan, divide the total dollar 


amount of the points by the amount of the loan. For example, if the loan amount is 
$350,000 and the charge for points is $9,275, how many points are being charged? 


$9,275 + $350,000 = 0.0265 or 2.65% or 2.65 points 


Prepayment penalty 


Most mortgage loans are paid in installments over a long period of time. As a result, the 
total interest paid by the borrower may add up to more than the principal amount of the 
loan. That does not come as a surprise to the lender; the total amount of accrued interest is 
carefully calculated during the origination phase to determine the profitability of each loan. 
If the borrower repays the loan before the end of the term, the lender collects less than the 
anticipated interest. For this reason, some mortgage notes contain a prepayment clause. This 
clause requires that the borrower pay a prepayment penalty against the unearned portion of 
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the interest for any payments made ahead of schedule, typically during the first years of the 
loan. This gives the lender the assurance of a certain level of income earned on the loan. 


Lenders may not charge prepayment penalties on mortgage loans insured or guaranteed by the 
federal government or on those loans that have been sold on the secondary mortgage market 
to one of the government-sponsored enterprises, such as Fannie Mae. 


SECURITY INSTRUMENT 


Learning Objective: Explain the elements and use of the mortgage and deed of trust, 
and the roles of the parties involved in each. 


Mortgage loans are secured loans. Mortgage loans have two parts: the debt itself and the 
security for the debt. When a property is mortgaged, the owner must execute (sign) two 
separate instruments—the financing instrument that creates the debt and the security 
instrument that specifies the property that the debtor will use as collateral for the debt. The 
financing instrument is the promissory note (discussed earlier), which states the amount owed. 


Depending on the state, the security instrument that specifies the property used to secure the 
loan will take the form of either a mortgage or a deed of trust, though both are commonly 
referred to as a mortgage. The distinction is the basis for referring to a state as either a lien 
theory state or a title theory state. 


A mortgage creates a lien on the property; the deed of trust actually transfers legal title from 
the borrower to a third party to hold on behalf of the lender while the borrower's debt is 
still outstanding. This section looks at the differences in how each form of security interest is 
created and how each is enforced. 


A basic principle of property law is that no one can convey more than they actually own. This 
principle also applies to a mortgage. The owner of a fee simple estate can mortgage the fee. 
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Options 


A lease may contain a clause that grants the lessee the privilege of renewing the lease (called a 
renewal option). The lessee must, however, give notice of intent to exercise the option. Some 
leases grant the lessee the option to purchase the leased premises (called a purchase option). 
This option normally gives the tenant the right to purchase the property at a predetermined 
price within a certain period, possibly the lease term. The lease might also contain a right 

of first refusal that allows the tenant the opportunity to buy the property before the owner 
accepts an offer from another party. The lease option may stipulate that the tenant is to be 
given credit toward the purchase price for some percentage of the rent paid, as the parties 
negotiate. 
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A IN PRACTICE 
| | All the general statements concerning provisions of a lease are controlled largely 


by the terms of the agreement and state law. Landlord-tenant laws vary from state 
to state. Great care must be exercised in reading the entire lease document before 
signing it because every clause in the lease has an economic and legal impact on 
either the landlord or the tenant. Although preprinted lease forms are available, 
there is no such thing as a standard lease. When complicated lease situations arise, 
legal counsel should be sought. 


TYPES OF LEASES 


Learning Objective: Distinguish the various types of leases. 


A lease can be characterized by the manner in which rent payments are determined as well 
as the type of property being leased. There are three basic forms of lease payments: the gross 
lease, the net lease, and the percentage lease. (See Figure 17.2.) A variable lease will combine 
one of these forms of payment with adjustments in the amount of rent to be paid. 


ZT HUN 


Gross lease 


In a gross lease, the tenant pays a fixed rent and some or all of the utility expenses, while 
the landlord pays all taxes, insurance, repairs, any other utility expenses, and maintenance 
connected with the property (usually called property charges or operating expenses). Residential 
and commercial office leases are most often gross leases. 


A IN PRACTICE 
| | The landlord may pay for water, trash collection, and sewerage fees, while the 


tenant pays for items such as electricity, gas, and cable or other access to phone, 
television, and internet services. 


Net lease 


In a net lease, the tenant pays all or most of the property expenses, such as hazard insurance, 
property taxes, and/or common area maintenance (CAM) charges, in addition to the rent. 
The monthly rental is net income for the landlord after operating costs have been paid. Leases 
for entire commercial and industrial buildings and the land on which they are located, ground 
leases, and long-term leases are usually net leases. 


Percentage lease 


Either a gross lease or a net lease may be a percentage lease. ‘This type of lease is generally 
used for retail business leases. The rent is based on a minimum fixed rental fee plus a 
percentage of the gross income received by the tenant doing business on the leased property. 
‘The percentage charged is negotiable and varies depending on the nature of the business, 
location of the property, and general economic conditions. 
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Figure 17.2: Types of Leases 


Type of Lease Lessor/Landlord Lessee/Tenant 
Gross lease Pays property charges (taxes, repairs, insur- Pays basic rent plus some utility costs 
ance, maintenance, some or all utilities) 
Net lease May pay some property charges Pays basic rent plus all or most property charges 
Percentage lease (com- Often pays property charges (taxes, repairs, Pays basic rent plus percentage of gross sales 
mercial and industrial) insurance, maintenance, some utilities) (may pay property costs, such as utilities) 
Variable lease 


A lease may allow for increases in the rental charges during the lease term. A graduated 
lease provides for specified rent increases at set future dates. An index lease allows rent to be 
increased or decreased periodically based on changes in the consumer price index or some 
other indicator. 


Other types of leases 


Ground lease 


When a landowner leases unimproved land to a tenant who agrees to erect a building on 

the land, the lease is usually called a ground lease. It is most often used in commercial and 
industrial property development. It is gaining popularity for residential use as a way to bring 
down the increasing cost of housing. Ground leases typically involve separate ownership of the 
land and the buildings. These leases must be long enough to make the transaction desirable to 
the tenant investing in the building. They often run for terms of 50 to 99 years. 


Ground leases are generally net leases: the lessee must pay rent on the ground, as well as 
real estate taxes, insurance, upkeep, utilities, and repairs. At the end of the lease term, any 
tenant-built structures on the property usually become the property of the landlord. 


Oil and gas lease 


When an oil company leases land to explore for oil and gas, a special lease agreement must be 
negotiated. Except for enough surface space to conduct extraction operations, the lease covers 
subsurface rights. Usually, the landowner receives a cash payment for executing the lease. If 
no well is drilled within the period stated in the lease, the lease expires, although most oil and 
gas leases permit the oil company to continue its rights for another year by paying another flat 
rental fee. Such rentals may be paid annually until a well is produced. If oil or gas is found, 
the landowner usually receives a percentage of its value as a royalty. As long as oil or gas is 
obtained in significant quantities, the lease continues indefinitely. Oil and gas leases, even 
after they have expired, are often listed as exclusions in title insurance policies. 


Lease purchase 


A lease purchase is used when a tenant wants to purchase the property but is not yet able 

to do so. Perhaps the tenant cannot obtain favorable financing or clear title, or the tax 
consequences of a purchase are currently unfavorable. The terms of the sale are negotiated and 
agreed to at the time that the lease is signed. A down payment is paid, which may or may not 
be refundable, and part of the periodic rent may be applied toward the purchase price of the 
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property. Both parties hope that, by the time the lease expires, the tenant’s issues have been 
resolved and financing can be obtained or the tenant can purchase the property outright. 


Sale-and-leaseback 


In a sale-and-leaseback, the property owners sell the property and then lease it back for an 
agreed period and rental. The original owners pull out their equity to use on other projects 
and are also able to reduce their taxable income when they pay rent to the new owner. The 
new owner has a reliable source of rental income for an extended time. 


A IN PRACTICE 
The sale-and-leaseback is often used by a company that owns its own office 
building but is in need of capital, perhaps for business expansion. The building can 
be sold to obtain funds, but the company will be allowed to remain in the building 
as a tenant and pay rent to the new owners. 


ZT HUN 


DISCHARGE OF A LEASE 


Learning Objective: Explain the means by which the lease may be terminated and 
discharged and the remedies available to the parties for its breach. 


As with any contract, a lease is discharged when the contract terminates. Termination can 
occur either when all parties have fully performed their obligations under the agreement, 

or when the parties agree to cancel the lease. If the tenant, for instance, offers to surrender 
the leasehold interest, and if the landlord accepts the tenant's offer, the lease is terminated. 

A tenant who simply abandons leased property, however, remains liable for the terms of the 
lease—including the rent. The terms of the lease will usually indicate whether the landlord is 
obligated to try to re-rent the space. If the landlord intends to sue for unpaid rent, most states 
require an attempt to mitigate damages by re-renting the premises to limit the amount owed. 


The lease does not terminate if the parties die or if the property is sold. There are two 
exceptions to this general rule. First, a lease from the owner of a life estate ends with the 
death of the person on whose life the estate is measured. Second, the death of either party 
terminates a tenancy at will. In all other cases, the heirs of a deceased landlord are bound by 
the terms of existing valid leases. 


If leased real estate is sold or otherwise conveyed, the new landlord takes the property subject 
to the rights of the tenants. A lease agreement may contain language that permits a new 
landlord to terminate existing leases, although this is much more common in commercial 
properties than in residential properties. The clause, known as a sale clause, requires that the 
tenant be given some period of notice before the termination. Because the new owner takes 
title subject to the rights of the tenant, the sale clause enables the new landlord to claim 
possession and negotiate a new lease under new terms and conditions. 


A tenancy may also be terminated by operation of law, as in a bankruptcy, foreclosure, or 
condemnation proceeding in an eminent domain action. 
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Breach of lease 


When a tenant breaches (violates) any lease provision, the landlord may sue the tenant to 
obtain a judgment to cover past-due rent, damages to the premises, or other defaults. Likewise, 
when a landlord breaches any lease provision, the tenant is entitled to certain remedies. The 
rights and responsibilities of the landlord-tenant relationship are governed by state law. 


Suit for possession—actual eviction 


When a tenant breaches a lease or improperly retains leased premises, the landlord may regain 
possession through a legal process known as actual eviction. The landlord must serve notice 
on the tenant before commencing the lawsuit. Most lease terms require at least a 10-day 
notice in the case of default. In many states, however, only a five-day or three-day notice is 
necessary when the tenant defaults in the payment of rent. When a court issues a judgment for 
possession to a landlord, the tenant must vacate the property. If the tenant fails to leave, the 
landlord can have the judgment enforced by a court officer, who forcibly removes the tenant 
and the tenant’s possessions. The landlord then has the right to re-enter and regain possession 
of the property. In some states, in cases of nonpayment of rent, a landlord also has the right to 
distrain, that is, to seize the tenant’s property for rent in arrears, generally by changing the locks 
and giving notice. Most states require a court order to pursue the remedy of distraint. 


IN PRACTICE 


The COVID-19 pandemic that began in 2020 created an economic upheaval 

that resulted in many people being unemployed and thus unable to make rent 
payments. Federal and state rules prohibiting residential evictions for nonpayment 
of rent in turn created hardships for many landlords that are still being resolved. 


Tenants’ remedies—constructive eviction 


If a landlord breaches any clause of a lease agreement, the tenant has the right to sue and 
recover damages against the landlord. If the leased premises become unusable for the 
purpose stated in the lease, the tenant may have the right to abandon them. This action, 
called constructive eviction, terminates the lease agreement. The tenant must prove that the 
premises have become unusable because of the conscious neglect of the landlord. To claim 
constructive eviction, the tenant must leave the premises while the conditions that made the 
premises uninhabitable exist. 


FOR EXAMPLE 


A tenant’s lease requires that the landlord furnish heat. The landlord fails to repair 
a defective furnace, and no heat is provided to the tenant’s apartment during the 
winter months. The tenant is forced to abandon the apartment. Because the lack 
of heat was due to the landlord’s negligence, the tenant has been constructively 
evicted. 


Protenant legislation 


For the most part, leases are drawn up primarily for the benefit of the landlord. Due to 
tenants’ rights movements and increased consumer awareness, however, most states have 
adopted all or part of the Uniform Residential Landlord and Tenant Act that was created 


www.uniformlaws.org 
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in 1972, amended slightly in 1974, and updated in 2015, by what is now the National 
Conference of Commissioners on Uniform State Laws, www.uniformlaws.org. The model 
law addresses the need for both parties to a lease to fulfill certain basic obligations. The act 
addresses such issues as 


E the landlord’s right of entry, 
maintenance of the premises, 
the tenant's protection against retaliation by the landlord for complaints, 


the disclosure of the property owner’s name and address to the tenant, and 


specific remedies available to both the landlord and the tenant if a breach of the lease 
agreement occurs. 


The law’s revisions cover security deposits, disposition of tenant property, and lease 
termination in a situation involving domestic violence or sexual assault. 


ZT HUN 


Fair housing and civil rights laws 


The federal fair housing and civil right laws that were previously covered affect landlords and 
tenants just as they do sellers and purchasers. All persons must have access to housing of their 
choice without any differentiation in terms and conditions based on race, color, religion, 
national origin, sex, disability, or familial status. State and local municipalities have their own 
fair housing laws that add protected classes such as age and sexual orientation. Withholding 
an apartment that is available for rent, segregating certain people in separate sections of 

an apartment complex or parts of a building, and charging people in the protected classes 
different amounts for rent or security deposits all constitute violations of the law. 


A IN PRACTICE 
| | The fair housing laws require that the same tenant criteria be applied to families 


with children that are applied to adults. A landlord cannot charge a different 
amount of rent or security deposit because one of the tenants is a child. 


It is important to remember that a violation of federal or state fair housing laws can occur 
even without deliberate intent to discriminate—and even if a prospective tenant asks for the 
kind of assistance that would make a real estate professional guilty of discrimination. 


A IN PRACTICE 
| | The Manero family from Thailand moved to Oakton and contacted a real estate 


professional for assistance in finding a rental property. The real estate professional 
asked a number of questions to determine what kind of housing the family sought, 
their budget, and what part of town they preferred. Mrs. Manero insisted that she 
wanted to live in a part of town that they had heard about where a number of 
Thai families lived. She asked the real estate professional to find them a house 
in that part of town. The real estate professional complied but was subsequently 
disciplined by the state’s real estate licensing agency and also fined by the fair 
housing division of the state’s attorney general’s office. The real estate professional 
earned, the hard way, that he should have informed the Maneros that he could 
show them properties in any part of town they requested that were within their 
budget but could not direct them to a neighborhood based on the nationality of 
the residents. 
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KEY POINT REVIEW 


A lease is a contract between the lessor (the owner of real estate, also called the landlord) and 
the lessee (the tenant) that transfers possession and use of the property, lasts for a specified 
period, and is made in return for consideration (payment). 


The statute of frauds in most states requires that leases for more than one year be in writing 
to be enforceable. The lessor has a reversionary right to possession of property when a lease 
expires. 


The leasehold estate of the lessee can be one of the following: 


E An estate for years (tenancy for years) continues for a definite period. A holdover 
tenancy may be created when a tenant with an estate for years stays on after the lease 
term expires and the landlord accepts rent payment. 


E An estate from period to period (periodic tenancy) has no specific expiration date, 
but rent is payable at definite intervals and the lease term has continuity because it 
automatically renews. A month-to-month tenancy is a common form of residential lease. 


m= An estate at will (tenancy at will) has no specified initial term, is created by express 
agreement or operation of law, and can be terminated by the landlord or the tenant at 
any time on proper notice. 


E An estate at sufferance (tenancy at sufferance) is created when the tenant stays on 
without the landlord’s consent after termination. The landlord’s acceptance of rent creates 
a holdover tenancy, or the landlord can treat the tenant as a trespasser and begin eviction 
proceedings and an action for damages under state law. 


A valid lease requires parties with CLOAC (Capacity to contract, Legal objective, Offer 

and Acceptance, and valid Consideration). A lease typically includes a description of leased 
premises, implied covenant of quiet enjoyment and a nondisturbance clause, limitations 
on tenant’s use of the property and the term (length) of the lease, security deposit that must 
comply with state law, and a statement as to whether improvements may be made by the 
tenant. 


Fixtures installed by a tenant generally become the landlord’s property unless they are 
removable trade fixtures. Federal fair housing law requires the landlord to allow a tenant 

with a disability to make reasonable modifications to the premises. The Americans with 
Disabilities Act (ADA) requires that commercial nonresidential property be free of barriers or 
that reasonable accommodations be provided. 


A typical lease will also include a provision that maintenance of premises will be performed 
by the landlord in compliance with state law; whether or not an assignment of the lease will 
be permitted, and if so, whether the assignment will relieve the tenant of further obligation 
to the landlord; and whether or not a sublease will be permitted and under what terms. 
Recording of the lease may be required by state law. An option may give the tenant the right 
to renew the lease, the right to purchase the leased property, or the right of first refusal if the 
landlord decides to sell the property. 


A gross lease requires the tenant to pay rent and the landlord to pay the expenses of 
ownership, such as taxes, insurance, and maintenance. A net lease requires the tenant to pay 
rent plus all or most property expenses, with the landlord also paying some property expenses. 
In a percentage lease, the tenant pays rent plus a percentage of gross sales and may pay 
property expenses. 
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A variable lease allows an increase in rent during the lease period. A graduated lease 
states specific rent increases. An index lease allows rent changes (up or down) based on the 
consumer price index or other indicator. 


A ground lease involves separate ownership of land and buildings. An oil and gas lease 
allows exploration for and removal of oil and gas. In a lease purchase, part of the rent may 
be applied to the purchase price. A sale-and-leaseback allows the original owner to use the 
property as a tenant while freeing up capital for other business purposes. 


e remedies for breach of a lease are governe state law. The landlord may bring suit for 
Th dies for breach of a | g d by state law. The landlord may bring suit fi 
possession (actual eviction), or the tenant may claim a constructive eviction if the premises 
are uninhabitable. 


The Uniform Residential Landlord and Tenant Act has been adopted by many states in 
whole or in part and was updated in 2015. 


Federal fair housing and civil right laws affect landlords and tenants just as they do sellers 
and purchasers. 
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Which transaction is BEST described as involving 

a ground lease? 

A. A landowner agrees to let a tenant drill for oil 
on a property for 75 years. 

B. ‘The tenant agrees to pay a proportionate, 
increased rental based on annual appraisals of 
the rented property. 

C. A landlord charges a commercial tenant for 
the land use and the tenant erects its own 
building. 

D. The tenant pays a base amount for 
the property plus a percentage of 


business-generated income. 


A tenant enters into a commercial lease that 
requires a monthly rent of a minimum fixed 
amount, plus an additional amount determined 
by the tenant’s gross receipts exceeding $5,000. 
‘This type of lease is called 

A. astandard lease. 

B. agross lease. 

C. a percentage lease. 

D. anet lease. 


If a tenant moved out of a rented store building 

because access to the building was blocked as a 

result of the landlord’s negligence, 

A. the tenant would have no legal recourse 
against the landlord. 

B. the landlord may be liable for the rent until 
the expiration date of the lease. 

C. the landlord may have to provide substitute 
space. 

D. the tenant may be entitled to recover 
damages from the landlord. 


A tenant moves a pet into an apartment commu- 

nity that has a no-pets policy. The landlord wishes 
to remove the tenant due to the breach. The legal 

process to remove a tenant is known as 

A. constructive eviction. 

B. eminent domain. 

C. actual eviction. 

D. partial eviction. 


A tenant still has five months remaining on a 
one-year apartment lease. When the tenant moves 
to another city, the tenant transfers possession of 
the apartment to a friend for the entire remain- 
ing term of the lease. The friend pays rent directly 
to the tenant. In this situation, the tenant has 
become 

A. an assignor. 

B. asublessor. 

C. asublessee. 

D. a lessor. 


A tenancy is which the tenant continues in pos- 
session after the lease has expired, without the 
landlord’s permission is 

A. atenancy for years. 

B. a periodic tenancy. 

C. a tenancy at will. 

D. an estate at sufferance. 


A tenant’s tenancy for years will expire in two 
weeks. The tenant plans to move to a larger 
apartment across town when the current tenancy 
expires. In order to terminate this agreement, the 
tenant must 

A. give the landlord immediate notice or the 
lease will automatically renew. 

B. give the landlord one week’s prior notice or 
the lease will automatically renew. 

C. do nothing because the agreement will 
terminate automatically at the end of the 
current term. 

D. sign a lease for the new apartment, which 
will automatically terminate the existing 
lease. 


When a tenant holds possession of a landlord’s 
property without a current lease agreement and 
without the landlord’s approval, 

the tenant is maintaining a gross lease. 

the landlord can file suit for possession. 

the tenant has no obligation to pay rent. 

the landlord may be subject to a constructive 
eviction. 


OO > 


10. 


Il. 


12. 


13. 


Under the negotiated terms of a commercial lease, 

the landlord is required to maintain the water 

heater used in a health club. If the tenant is unable 

to get hot water because of a faulty water heater 

that the landlord has failed to repair after repeated 

notification, the tenant’s best recourse for staying 

in business would be to 

A. stop paying rent. 

B. order a new water heater and deduct the 
payment from the rent. 

C. file a criminal complaint against the landlord. 

D. seek a refund of all lease payments. 


A lessee has a one-year leasehold interest in a 
house. The lease automatically renews itself at the 
end of each year. The lessee’s interest is referred to 
as a tenancy 


A. for years. 
B. from period to period. 
C. at will. 


D. at sufferance. 


Rent would BEST be described as 

A. contractual consideration to a third party. 

B. consideration for the use of real property. 

C. all monies paid by the lessor to the lessee. 

D. the total balance owed under the terms of a 
lease. 


Under the terms of a net lease, a commercial land- 
lord would usually be responsible for paying which 
of the following property expenses? 

A. Mortgage debt service 

B. Maintenance expenses 

C. Fire and extended coverage insurance 

D. Real estate taxes 


Which of the following describes a net lease? 

A. An agreement in which the tenant pays a fixed 
rent and the landlord pays all taxes, insurance, 
and expenses related to the property 

B. A lease in which the tenant pays rent, plus 
some—or most—of the operating expenses 
related to the property 

C. A lease in which the tenant pays the landlord 
a percentage of the monthly income derived 
from the property 

D. An agreement granting an individual a 
leasehold interest in fishing rights for a 
shoreline property 


14. 


15. 
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A tenancy in which the tenant continues in pos- 
session after the lease has expired, without the 
landlord’s permission, is 

A. a tenancy for years. 

B. a periodic tenancy. 

C. a tenancy at will. 

D. a tenancy at sufferance. 


A tenant’s right to possess real estate for a definite 
period with a specific starting and ending date is 
A. an estate for years. 

B. an estate at will. 

C. an estate at sufferance. 

D. an estate from period to period. 


16. Which of the following describes a gross lease? 


17. 


18. 


A. An agreement in which the tenant pays a fixed 
rent and some or all of the utilities and the 
landlord pays all taxes, insurance, and expenses 
related to the property 

B. A lease in which the tenant pays rent plus 
some of the operating expenses related to the 
property 

C. A lease in which the tenant pays the landlord 
a percentage of the monthly income derived 
from the property 

D. An agreement allowing the tenant to terminate 
the lease if certain conditions near the 
premises become unbearable 


A tenant signs a lease that includes a schedule of 
rent increases on specific dates over the course of 
the lease term. What kind of lease has this tenant 
signed? 

A. Percentage 

B. Net 

C. Graduated 

D. Index 


A tenant signs a lease that includes the following 
clause: “The stated rent under this agreement will 
be increased or decreased every three months based 
on the percentage change in the consumer price 
index (CPI) for that period.” What kind of lease 
has this tenant signed? 

A. Percentage 

B. Net 

C. Graduated 

D. Index 
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19. The death of either the landlord or the tenant will 20. 


The tenant leases a heated apartment during a bit- 
terminate the lease under which of the following 


terly cold winter, but soon after the tenant moves 


tenancies? in, the landlord fails to provide heat because of a 
A. Tenancy for years defective central heating unit. The tenant vacates 
B. Periodic tenancy the premises and refuses to pay any rent. This is an 
C. Tenancy at will example of 

D. Tenancy at sufferance A. abandonment. 


B. actual eviction. 
C. constructive eviction. 
D. lessor negligence. 


UNIT 
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Fair Housing 


LEARNING OBJECTIVES 
When you have completed this unit, you will be able to accomplish the following. 
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KEY TERMS 


OVERVIEW 


Explain the significance of the Civil Rights Act of 1866 to equal opportunity in housing. 

Describe the various federal laws which protect Americans from unfair housing practices. 

Describe blockbusting, steering, redlining, and other abusive housing practices. 

List the various recourses available to the aggrieved person who believes illegal discrimination has 
occurred, including acts of real estate professionals. 

Describe the importance to real estate professionals and the public of understanding and 
complying with fair housing laws. 


administrative law judge Department of Housing for Older Persons 
(ALJ) Housing and Urban Act (HOPA) 
Americans with Development (HUD) redlining 
Disabilities Act (ADA) Fair Housing Act steering 
blockbusting Fair Housing Title VIII of the Civil Rights 
Civil Rights Act of 1866 Amendments Act Act of 1968 
conciliation 


Real estate professionals and their clients and customers reflect the wide diversity of America’s 
population. The ability to buy or rent adequate housing allows an individual or family 

to achieve and maintain a satisfying lifestyle. Housing discrimination takes its toll on its 
immediate victims, and it also reflects poorly on the society that allows it to exist. In short, 
when legal action is available to correct abuses, the end result benefits all. Understanding 


and working within the context of fair housing laws is critical to creating and maintaining a 


vibrant and ultimately profitable real estate market for everyone. 
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EQUAL OPPORTUNITY IN HOUSING 


1866 

Racial discrimination 
in property transac- 
tions prohibited 


1896 

“Separate but equal” 
doctrine created 
1941 

Racial discrimination 
in defense industry 
prohibited 


1954 

“Separate but equal” 
doctrine found uncon- 
stitutional 

1957 
Civil Rights Act of 1957 
protects voting rights 
of African Americans 
1968 
Civil Rights Act of 1866 
upheld 


Learning Objective: Explain the significance of the Civil Rights Act of 1866 to equal 
opportunity in housing. 


The civil rights laws that affect the real estate industry recognize the importance of having 
the opportunity to live where one chooses. Federal, state, and local fair housing or equal 
opportunity laws affect every phase of a real estate transaction, from listing to closing. 
Together, they help ensure that housing is not denied on the basis of an individual’s race, 
nationality, religion, or other characteristic specified in federal, state, or local law. 


While the passage of laws may establish a code for public conduct, centuries of discriminatory 
practices and attitudes, reinforced by public and private conduct, are not so easily changed. 
Just as real estate professionals must not allow their own prejudices to interfere with the 
ethical and legal conduct of their profession, they must not allow discriminatory attitudes of 
property owners or property seekers to affect compliance with fair housing laws. Complying 
with fair housing laws is not always easy because it requires thoughtful consideration of both 
one’s own actions and those of others. In addition to obeying the law and “doing the right 
thing,” it is important to remember that failure to comply with fair housing laws not only 
subjects a real estate professional to both civil and criminal penalties but also constitutes 
grounds for disciplinary action by the licensing authority. 


IM 


IN PRACTICE 


Real estate professionals must have a thorough knowledge of federal, state, and 
ocal fair housing laws. State and local laws may be broader than the federal 
requirements by providing protections for more classes of persons and may be 
applicable to all real property transactions, not just the residential transactions 
that are the focus of federal law. State and local licensing rules may provide for 
fines, and state penalties may include suspension or revocation of an offender’s 
icense for violation of any fair housing law. 


The Civil Rights Act of 1866 


The federal government's effort to end discrimination in the provision of housing began with 
the passage of the Civil Rights Act of 1866. This law prohibits discrimination based on race 
in every property transaction but it was largely ignored for the next century. 


During that time, housing was not the only area subject to discrimination. The U.S. Supreme 
Courts 1896 decision in Plessy v. Ferguson, which involved segregated railway cars, upheld 
racial segregation in public facilities—the “separate but equal” doctrine. It would be a long 
time before that injustice was corrected. President Franklin Delano Roosevelt signed Executive 
Order 8802 on June 25, 1941, prohibiting racial discrimination in the national defense 
industry. President Harry S. Truman signed Executive Order 9981 on June 26, 1948, ending 
racial discrimination in the U.S. armed forces. 


In 1954, Plessy was overturned by the U.S. Supreme Court’s decision in Brown v. Board of 
Education, which held that separate schools for black and white students were inherently 
unconstitutional. On September 9, 1957, President Dwight D. Eisenhower signed into 

law the Civil Rights Act of 1957, which authorized the Attorney General to seek federal 
injunctions to protect the voting rights of African Americans. Finally, in 1968, the Supreme 
Court, in Jones v. Mayer, held that there was a constitutional basis for the Civil Rights Act of 
1866 in the 13th Amendment to the U.S. Constitution, which prohibits slavery. It is now 
recognized that the 1866 law prohibits all racial discrimination in the sale or rental of publicly 


FAIR HOUSING ACT 


The Fair Housing Act 
prohibits discrimina- 
tion based on 

race, 

color, 

national origin, 
religion, 

Sex, 

familial status, or 
disability. 
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or privately held property, without exception, whether facilitated by a real estate professional 
or sold or rented by the owner. Where race is involved, no exceptions apply. 


In subsequent cases, the U.S. Supreme Court has expanded the definition of the term race to 
include ancestral and ethnic characteristics, including certain physical, cultural, or linguistic 
traits that are shared by a group with a common national origin. These rulings are significant 
because discrimination on the basis of race, as it is now defined, allows a complaint to be 
brought under the provisions of the Civil Rights Act of 1866. 


IM 


IN PRACTICE 


A real estate professional is not obligated to provide ethnic-diversity information 
to homebuyers. At issue in a 2001 case from Ohio, Hannah v. Sibcy Cline Realtors, 
was whether a real estate professional had the fiduciary duty to (1) inform a 
client whether a neighborhood was ethnically diverse or (2) direct the client to 
resources that provided such information. The court concluded that while real 
estate professionals might choose to provide such information to clients or direct 
clients to resources about the ethnic diversity of a particular area, the real estate 
professionals do so at their own risk and there is no fiduciary duty to do so. The 
risk, of course, is that the real estate professional might be accused of illegally 
steering a client to a particular neighborhood based on the racial, ethnic, or other 
protected characteristics of its residents. Steering is discussed in more detail later. 


The 1866 Civil Rights Act applies only to racial discrimination, but 1968 also saw passage of a 
new federal law that prohibits specific discriminatory practices throughout the real estate industry. 


Learning Objective: Describe the various federal laws which protect Americans from 
unfair housing practices. 


Title VIII of the Civil Rights Act of 1968, signed into law by President Lyndon B. Johnson 
on April 11 of that year, was amended by the Housing and Community Development Act of 
1974 and the Fair Housing Amendments Act of 1988, and is known as the Fair Housing 
Act. It prohibits discrimination in housing based on 


race, 
color, 


national origin, 


Sex, 


© 

B 

m 

E religion, 
Em 

E familial status, or 
E 


disability. 


The Fair Housing Act also prohibits discrimination against individuals because of their 
association with persons in the protected classes. 


The Fair Housing Act originally prohibited discrimination based on race, color, religion, 

or national origin. The Housing and Community Development Act added sex to the list of 
protected classes, and the Fair Housing Amendments Act added disability and familial status 
(i.e., households with children), although an exception was made for certain housing intended 
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www.hud.gov 


for persons age 55 or older. The amended act also changed the penalties for violations of 
the law, making them more severe, and added the right to seek damages, such as those for 
noneconomic injuries (humiliation, embarrassment, inconvenience, and mental anguish). 


In 1995, Congress passed the Housing for Older Persons Act (HOPA), which repealed 

the requirement that housing intended for those age 55 or older have “significant facilities 
and services” designed for seniors. HOPA still requires that at least 80% of occupied units 
have one person age 55 or older living in them. The act prohibits the awarding of monetary 
damages against those who, in good faith, reasonably believed that property designated as 
housing for older persons was exempt from familial status provisions of the Fair Housing Act. 


The Fair Housing Act is administered by the Department of Housing and Urban 
Development (HUD), and information on fair housing can be found by going to www.hud 
.gov and entering “fair housing” in the search box at the top of the page. HUD has established 
rules and regulations that further interpret the practices affected by the law. In addition, HUD 
distributes an equal housing opportunity poster, available at www.hud.gov. (See Figure 18.1.) 
The poster declares that the office in which it is displayed promises to adhere to the Fair 
Housing Act and pledges support for affirmative marketing and advertising programs. 


A IN PRACTICE 
When HUD investigates a real estate broker for discriminatory practices, it may 


consider failure to prominently display the equal housing opportunity poster in the 
broker’s place of business as evidence of discrimination. If a real estate brokerage 
is accused of a fair housing violation and has not displayed the poster, the burden 
of proof may shift from the complainant (the party alleging discrimination) to the 
broker. This means that the broker would have to prove that there had been no act 
of discrimination rather than the complainant proving that there had been an act 
of discrimination. 


Definitions 
HUD’s regulations provide specific definitions that clarify the scope of the Fair Housing Act. 


Dwelling 


The regulations define a dwelling as any building or part of a building designed for occupancy 
as a residence by one or more families. This includes a single-family house, a condominium, a 
cooperative, and manufactured or other factory-built housing, as well as vacant land on which 
any of these structures will be built. 


Family/familial status 


A family can be as small as a single individual. Familial status is defined as one or more 
individuals under age 18 living with a parent or guardian. It also includes a woman who 

is pregnant and anyone who is in the process of assuming custody of a child under age 18. 
Housing that qualifies for older people is exempt. Otherwise, single or multifamily housing 
must be made available to families with children under the same terms and conditions applied 
to anyone else. It is illegal to advertise properties as being for adults only or to indicate a 
preference for a certain number of children. Landlords and condominiums/cooperatives 
cannot restrict the number of occupants with the intent of eliminating families with children. 
Any occupancy standards must be based on objective factors, such as sanitation or safety. 
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Figure 18.1: Equal Opportunity Housing Poster 


U. S. Department of Housing and Urban Development A 


EQUAL HOUSING 
OPPORTUNITY 


We Do Business in Accordance With the Federal Fair 


Housing Law 
(The Fair Housing Amendments Act of 1988) 


It is Ilegal to Discriminate Against Any Person 
Because of Race, Color, Religion, Sex, 
Handicap, Familial Status, or National Origin 


In the sale or rental of housing or In the provision of real estate 
residential lots brokerage services 
In advertising the sale or rental In the appraisal of housing 
of housing 
In the financing of housing Blockbusting is also illegal 
Anyone who feels he or she has been U.S. Department of Housing and 
discriminated against may file a complaint of Urban Development 
housing discrimination: . g 7 
1-800-669-9777 (Toll Free) Assistant Secretary for Fair Housing and 
1-800-927-9275 (TTY) Equal Opportunity 
www.hud.gov/fairhousing Washington, D.C. 20410 


Previous editions are obsolete form HUD-928.1 (8/2011) 


360 Unit 18 Fair Housing 


A IN PRACTICE 
| | An elderly tenant was terminally ill and requested that no children be allowed 


in the vacant apartment next door because the children’s noise would make the 
situation more difficult. The owner of the apartment building agreed and refused 
to rent that unit to families with children. Although the intent was to make things 
easier for a dying tenant, the owner was nonetheless found to have violated the 
Fair Housing Act by discriminating on the basis of familial status. 


Disability 

A disability is included in the Fair Housing Act as a handicap, although disability and people 
with disabilities are now the preferred terms. A disability is defined as a physical or mental 
impairment that substantially limits one or more of a person’s major life activities and 
includes having a record of having such an impairment, or being regarded as having such 
an impairment, even if one does not exist. It is unlawful to discriminate against prospective 
buyers or tenants on the basis of disability. Persons who have AIDS are protected by fair 
housing laws under this classification. The classification does not include current, illegal use 
of, or addiction to, a controlled substance, as defined in the Controlled Substances Act. 


A IN PRACTICE 
| | Just as the federal Fair Housing Act’s protection of persons with a disability does 


not include those who are current users of illegal or controlled substances, it also 
does not extend to individuals who have been convicted of the illegal manufacture 
or distribution of a controlled substance. The law does prohibit discrimination 
against those who are participating in addiction recovery programs; for instance, 

a landlord could lawfully discriminate against a cocaine addict but not against 
someone who is in a drug recovery program. 


oo 


Landlords must make reasonable accommodations to existing policies, practices, or services 

to permit persons with disabilities to have equal enjoyment of the premises. It would be 
reasonable to expect a landlord to permit a support animal (such as a guide dog) in a normally 
no-pets building or to provide a designated parking space in a generally unreserved lot for a 
person with a disability. 


People with disabilities must be permitted to make necessary, reasonable modifications to the 
premises at their own expense. Such modifications might include lowering door handles or 
installing bath rails to accommodate a person in a wheelchair. Failure to permit reasonable 
modification constitutes illegal discrimination. 


The law recognizes that some reasonable modifications might make a rental property 
undesirable to the general population. In such a case, the landlord is allowed to require that 
the property be restored to its previous condition when the lease period ends, aside from 
reasonable wear and tear. Where it is necessary to ensure with reasonable certainty that 
funds will be available to pay for the restorations at the end of the tenancy, the landlord may 
negotiate, as part of a restoration agreement, a provision requiring that the tenant pay into 
an interest-bearing escrow account, over a reasonable period, a reasonable amount of money 
not to exceed the cost of the restorations. The interest in the account accrues to the benefit 
of the tenant. A landlord may not increase the required security deposit for a person with a 


disability, however. 


The law does not prohibit restricting occupancy exclusively to persons with a disability in 
dwellings that are designed specifically for their accommodation. 
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In newly constructed multifamily buildings with an elevator and four or more units, the 
public and common areas must be accessible to persons with a disability, and doors and 
hallways must be wide enough for wheelchairs. The entrance to each unit must be accessible, 
as well as the light switches, electrical outlets, thermostats, and other environmental controls. 
A person using a wheelchair should be able to use the kitchen and bathroom; bathroom walls 
should be reinforced to accommodate later installation of grab bars. Ground-floor units must 
meet these requirements in buildings that do not have an elevator. Real estate professionals 
should be aware that state and local laws may have stricter standards. 


Exemptions to the Fair Housing Act 

The federal Fair Housing Act covers most housing but does exempt 

E owner-occupied buildings with no more than four units, 

E single-family housing sold or rented without the use of a real estate professional, and 
E housing operated by organizations and private clubs that limit occupancy to members. 


The rental of rooms or units in an owner-occupied building of no more than four units is 
exempt from the Fair Housing Act. 


The sale or rental of a single-family home is exempt from the Fair Housing Act when the 
transaction meets all of the following conditions: 


E The home is owned by an individual who does not own more than three such homes at 
one time (and who does not sell more than one every two years). 


m Areal estate professional is not involved in the transaction. 


E Discriminatory advertising is not used. 


Housing owned by a religious organization may be restricted to people of the same religion 

if membership in the organization is not restricted on the basis of race, color, or national 
origin. A private club that is not open to the public may restrict the rental or occupancy of 
lodgings that it owns to its members, as long as the lodgings are not operated commercially. 
Membership in a private club must be open to people of all races, colors, and national origins. 


A IN PRACTICE 
| | The Metropolitan Club accepts members who have graduated from Grandiose 


University, a private institution. At its building in downtown Metropolis, the club 
has some sleeping rooms that it makes available to members at a nominal cost 
for no more than a one-week stay every year. Because the rooms are provided as a 
member convenience and not operated as a commercial venture, their use can be 
limited to members of the Metropolitan Club. 


The Fair Housing Act does not require that housing be made available to an individual whose 
tenancy would constitute a direct threat to the health or safety of other individuals or would 
result in substantial physical damage to the property of others. 


Housing for older persons 


As mentioned earlier, while the Fair Housing Act protects families with children, the Housing 
for Older Persons Act (HOPA) provides that certain properties can be restricted to occupancy 
by older persons. Housing intended for persons age 62 or older or housing occupied by at 
least one person 55 years of age or older per unit (where 80% of the units are occupied by 
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individuals 55 or older) is exempt from the familial status protection. Such “senior housing” 
typically will allow temporary occupancy by younger visitors, such as permitting overnight 
visits for up to two weeks per year. 


Americans with Disabilities Act 


Although the Americans with Disabilities Act (ADA) is not a housing law, it still has a 
significant effect on the real estate industry. ADA requires reasonable accommodations in 
employment and access to goods, services, and public buildings. The law is important because 
real estate professionals are often employers, and their offices are public spaces. ADA’s goal is 
to enable individuals with disabilities to become part of the economic and social mainstream 
of society. Information can be found online at www.ada.gov. 


Title I of ADA requires that employers, including real estate professionals, make reasonable 
accommodations that enable an individual with a disability to perform essential job functions. 
Reasonable accommodations include making the work site accessible, restructuring a job, 
providing part-time or flexible work schedules, and modifying equipment that is used on the 
job. The provisions of the ADA apply to any employer with 15 or more employees. 


Title III of ADA requires that individuals with disabilities have full accessibility to businesses, 
goods, and public services. As a result, building owners and managers of commercial spaces 
must be constantly alert to ensure that obstacles are removed. The Americans with Disabilities 
Act Accessibility Guidelines (ADAAG) contain detailed specifications for designing parking 
spaces, curb ramps, elevators, drinking fountains, toilet facilities, and directional signs to 
ensure maximum accessibility. Unless a real estate professional is a qualified ADA expert, 

it is best to advise commercial clients to seek the services of an attorney, an architect, or a 
consultant who specializes in ADA issues. 


A IN PRACTICE 
| | n 1999, the U.S. Supreme Court strictly limited the definition of persons with 


disabilities protected by the ADA. As a result, ADA excludes individuals whose 
disability, such as nearsightedness, can be corrected. In 2002, the U.S. Supreme 
Court narrowed the definition even further by stating that in determining whether 
a person has a disability, you may ask whether the impairment prevents or restricts 
the person from performing tasks that are ordinarily of central importance to daily 
life. 


ADA and the Fair Housing Act 
ADA exempts from its requirements: 


E property that is covered by the Fair Housing Act, which already prohibits discrimination 
on the basis of disability, and 


E property that is exempt from coverage by the Fair Housing Act, such as housing for those 
age 55 or older. 


Some properties are subject to both laws. For example, in an apartment complex, the rental 
office is a place of public accommodation. As such, it is covered by ADA and must be 
accessible to persons with a disability at the owner’s expense. Individual rental units would 
be covered by the Fair Housing Act. A tenant who wished to modify the unit to make it 
accessible would be responsible for the cost. 
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Issues of housing and disability discrimination are often litigated in the courts. For example, 
in Wells v. State Manufactured Homes, a 2005 case before the U.S. District Court, District of 
Maine, the landlord ordered the owner of a manufactured housing unit to move from the 
community because he claimed she violated the no-pets provision of her rental agreement. 
The landlord refused to make a reasonable accommodation for the owner’s emotional 
disability by permitting her to keep a dog. She filed suit under the ADA and Fair Housing 
Act. The court held that there was no violation of the Fair Housing Act or the ADA. The 
court said she failed to establish that her mental impairment substantially limited a major life 
activity and so did not meet the definition of a disability under ADA. 


A IN PRACTICE 
| | Real estate professionals need a general knowledge of ADA’s provisions in dealing 


with clients and customers. It is necessary for a real estate broker’s workplace and 
employment policies to comply with the law. Amendments to ADA are periodically 
introduced in the U.S. Congress, and it is important to be aware of changes in the 
law. Real estate professionals who are building managers must ensure that the 
properties managed are legally accessible. ADA compliance questions also may 
arise with regard to a client’s property listed for sale or lease. Unless the real estate 
professional is a qualified ADA expert, it is best to advise commercial clients to seek 
the services of an attorney, architect, or consultant who specializes in ADA issues. 


FAIR HOUSING ISSUES 


Learning Objective: Describe blockbusting, steering, redlining, and other abusive 
housing practices. 


For fair housing and other civil rights laws to accomplish their goal of prohibiting 
discrimination, real estate professionals must apply them routinely. Compliance also means 
that real estate professionals avoid violating not only the law but also the ethical standards 
of the profession. The following discussion examines legal and ethical issues that continue to 
confront real estate professionals. 


Blockbusting 


Blockbusting is the act of encouraging people to sell or rent their homes by claiming that 

the entry of a protected class of people into the neighborhood will have a negative impact 

on property values. Blockbusting was a common practice during the 1950s and 1960s when 
unscrupulous real estate professionals profited by fueling “white flight” from cities to suburbs. 
Any message from a real estate professional, however subtle, that property should be sold or 
rented because the neighborhood is “undergoing changes” is considered blockbusting. It is 
illegal to assert that the presence of certain persons will cause property values to decline, crime 
or antisocial behavior to increase, or the quality of schools to suffer. 


A critical element in blockbusting, according to HUD, is the profit motive. A property owner 
may be intimidated into selling a property at a depressed price to the blockbuster, who in 
turn sells the property to another person at a higher price. Another term for this activity is 
panic selling. To avoid accusations of blockbusting, real estate professionals should use good 
judgment when choosing locations and methods for marketing their services and soliciting 
listings. 
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Steering 


Steering is the channeling of homeseekers to particular neighborhoods or discouraging 
potential buyers from considering some areas. In the rental process, steering occurs when 
the landlord puts members of a protected class on a certain floor or building. Another form 
of steering occurs when the landlord tells a prospective tenant that no vacancy exists when, 
in fact, there is a vacancy. When the misstatement is made on the basis of a protected class, 
the prospect is steered away from that building. In any case, it is an illegal limitation of a 
purchaser's or renter’s options. 


Advertising 


Advertisements of property for sale or rent may not include language indicating a preference 
or limitation. No exception to this rule exists, regardless of how subtle the choice of words. 
HUD’s regulations have included the types of language that are considered discriminatory. At 
www.hud.goy, enter “advertising guidelines” to read announcements regarding acceptable and 
prohibited language. Figure 18.2 hows some examples of language currently acceptable and 
language that is considered discriminatory and not acceptable. As awareness of discriminatory 
practices grows, terms that were once deemed acceptable may be recognized as unacceptable. 
There may be some exceptions to a general rule, as well. 


An advertisement that is gender specific, such as “female roommate sought,” is allowed as long 
as the advertiser seeks to share living quarters with someone of the same gender. 


The manner of advertising can also present a problem. The media used for promoting 
property or real estate services cannot target one population to the exclusion of others. The 
selective use of media, whether by language or geography, may have discriminatory impact. 
For instance, advertising property only in a Korean-language newspaper tends to discriminate 
against non-Koreans. Similarly, limiting advertising to a cable television channel available 
only to a particular group of residents may be construed as a discriminatory act. If an 
advertisement appears in general-circulation media as well, however, it may be legal. 
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Figure 18.2: Acceptable Terminology 
Category Rule Acceptable Not Acceptable 
Race o discriminatory limitation/ “primary bedroom” “exclusive neighborhood” 
Color preference may be expressed «close-in neighborhood” “English-speaking only” 


National origin 


Religion o religious preference/ “chapel on premises” “no Muslims” 
imitation “kosher meals available” “nice Christian family” 
“Merry Christmas” “near great Catholic school” 
Sex o explicit preference based “accessory unit” “great bachelor pad” 
idl “female roommate sought” “wife’s dream kitchen” 
Disability o exclusions or limitations “wheelchair ramp” “no wheelchairs” 


based on disability 


“close to shopping” “able-bodied tenants only” 


Familial status 


o preference or limitation “two-bedroom” “married couple only” 


based on family size or nature 


“family room” “no more than two children” 


, 


“low-traffic neighborhood” “empty nester’s dream house” 


Photographs or 
illustrations of people 


Illustrations showing only 
individuals in ethnic dress, 
only African American families, 
only white adults, etc. 


Illustrations showing multiple 
ethnicities, family groups, 
singles, etc. 


People should be clearly 
representative and 
nonexclusive 


A IN PRACTICE 

| | The Fair Housing Council of Oregon filed a complaint against a local multiple listing 
service (MLS), charging that the phrase “adults only over 40" was included in the 
“Remarks” section of a condominium listing. While the condominium association’s 
bylaws actually did contain the (illegal) age restriction, the Fair Housing Council 
argued that including the phrase in the listing constituted discrimination against 
families with children in violation of the Fair Housing Act. The MLS paid $30,000 to 
settle with HUD, $20,000 of which went to support the antidiscrimination efforts 
of the Fair Housing Council of Oregon. The MLS also agreed to conduct regular 
computerized searches of its database for 67 different discriminatory words and 
phrases. 


a 
= 


Appraising 

Those who prepare appraisals or any statements of valuation—whether formal or 

informal, oral or written (including a comparative market analysis prepared by a real estate 
professional)—may consider any factors that affect value. Race, color, religion, national origin, 
sex, disability, and familial status are factors that may not be considered, however. 


Redlining 


‘The practice of refusing to make mortgage loans or issue insurance policies in specific areas 
for reasons other than the economic qualifications of the applicants is known as redlining. 
Redlining began in the 1930s when the newly-created FHA indicated on maps where the 
agency would not insure loans by highlighting certain areas in red ink. This practice was a 
major contributor to the deterioration of older neighborhoods. Redlining or otherwise setting 
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aside certain neighborhoods was also based on ethnicity or religion rather than on any real 
objection to an applicant’s creditworthiness. This practice is no longer tolerated. The federal 
Fair Housing Act prohibits discrimination in mortgage lending and covers not only the 
actions of primary lenders but also activities in the secondary mortgage market. A lending 
institution can refuse a loan application but must do so solely on sound economic grounds. 


Intent and effect 


If an owner or real estate professional purposely sets out to engage in blockbusting, steering, 
or other unfair activities, the intent to discriminate is obvious. Nevertheless, owners and 

real estate professionals must examine their activities and policies carefully to determine 
whether they have unintentional discriminatory effects. Whenever policies or practices result 
in unequal treatment of people in the protected classes, they are considered discriminatory, 
regardless of any innocent intent. This “effects” test is applied by regulatory agencies to 
determine whether an individual has been discriminated against. 


Implicit bias 


Implicit bias (or unconscious bias) refers to stereotypes that are formed and influence a 
person’s decisions but are not part of their conscious thought. A person is not aware of their 
implicit bias and what has formed these biases. 


Real estate professionals should avoid discrimination that is based on implicit bias by 
becoming aware of their thoughts and actions by considering the following questions: 


m Why do I think this customer is not a good fit for me? 
m Are my choices based on facts? 


E Dol treat everyone with a similar process? 


Real estate professionals should evaluate their communication with clients and customers 
carefully to ensure they treat each potential customer and client with fairness, professionalism, 
and without bias. 


Response to concerns of terrorism 


Landlords and property managers have been developing new security procedures in response 
to concerns of terrorist attacks. These procedures have focused on protecting buildings and 
residents. Landlords and property managers are also educating residents on signs of possible 
terrorist activity and how and where to report it. At the same time, landlords and property 
managers need to ensure that their procedures and education do not infringe on the fair 
housing rights of others. 


For screening and rental procedures, it is unlawful to screen housing applicants on the 

basis of race, color, religion, sex, national origin, disability, or familial status. According to 
HUD, landlords and property managers have been inquiring about whether they can screen 
applicants on the basis of citizenship status. The Fair Housing Act does not specifically 
prohibit discrimination based solely on a person’s citizenship status. Therefore, asking 
applicants for citizenship documentation or immigration status papers during the screening 
process does not violate the Fair Housing Act. For many years, the federal government has 
been asking for these documents in screening applicants for federally assisted housing. HUD 
provides a specific procedure for collecting and verifying citizenship papers. 
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A IN PRACTICE 
| | During an interview with a landlord, a woman mentions that she left her native 


country to study at the local university. The landlord is concerned about the 
woman’s visa and whether it will expire during the lease term. The landlord asks 
the woman for documentation to determine how long she can legally live in the 
United States. The landlord asks for this information, regardless of the applicant’s 
race or national origin. The landlord has not violated the Fair Housing Act. 


ENFORCEMENT OF THE FAIR HOUSING ACT 


Learning Objective: List the various recourses available to the aggrieved person 
who believes illegal discrimination has occurred, including acts of real estate 
professionals. 


‘The federal Fair Housing Act is administered by the Office of Fair Housing and Equal 
Opportunity under the direction of the secretary of HUD. Any aggrieved person who 
believes illegal discrimination has occurred may file a complaint with HUD within one 

year of the alleged act. HUD also may initiate its own complaint. Complaints may be 
reported to the Office of Fair Housing and Equal Opportunity, Department of Housing and 
Urban Development, Washington, DC 20410, or to the Office of Fair Housing and Equal 
Opportunity in care of the nearest HUD regional office. Complaints may also be submitted 
directly to HUD using an online form available on the HUD website. 


Upon receiving a complaint, HUD initiates an investigation. Within 100 days of the filing 
of the complaint, HUD either determines that reasonable cause exists to bring a charge of 
illegal discrimination or dismisses the complaint. During this investigation period, HUD can 
attempt to resolve the dispute informally through conciliation. Conciliation is the resolution 
of a complaint by obtaining assurance that the person against whom the complaint was filed 
(the respondent) will remedy any violation that may have occurred. The respondent further 
agrees to take steps to eliminate or prevent discriminatory practices in the future. If necessary, 
these agreements can be enforced through civil action. 


The aggrieved person has the right to seek relief through administrative proceedings. An 
administrative proceeding is a hearing held before an administrative law judge (ALJ). An 
ALJ has the authority to award actual damages to an aggrieved party and, if it is believed the 
public interest will be served, to impose a monetary penalty. HUD sets the maximum civil 
penalty for violations of the Fair Housing Act and adjusts them periodically for inflation. 
Amounts increase depending on the number of violations in a certain time period. For current 
penalty amounts, visit the HUD website at www.hud.gov. 


In addition to civil penalty amounts, actual damages and attorney’s fees and costs may be awarded 
to the victim of housing discrimination. The ALJ also has the authority to issue an injunction to 
order the offender to either do something (such as rent an apartment to the complaining party), 
or refrain from doing something (such as acting in a discriminatory manner). 


The parties may elect civil action in federal court at any time within two years of the 
discriminatory act. For cases heard in federal court, unlimited punitive damages can be 
awarded in addition to actual damages. The court can also issue injunctions. 


The attorney general, upon finding reasonable cause to believe that any person or group is 
engaged in a pattern or practice of resistance to the full enjoyment of any of the rights granted 
by the federal fair housing laws, may file a civil action in any federal district court. Civil 
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penalties may result, in addition to the victim’s actual damages, attorney’s fees, and costs, 
as well as compensation for humiliations, mental distress, and loss of housing rights. The 
U.S. Department of Justice is at www.justice.gov. Recent cases can be found at www. justice 
.gov/crt/recent-accomplishments-housing-and-civil-enforcement-section 


www,justice.gov 


www.justice 
.gov/crt/recent 
-accomplishments 
-housing-and-civil 
-enforcement 
-section 


Complaints brought under the Civil Rights Act of 1866 are taken directly to federal courts. 
The only time limit for action is a state’s statute of limitations for torts (injuries one individual 
inflicts on another). 


A IN PRACTICE 
| | On April 10, 2017, the United States filed a complaint alleging that the owners and 


operators of a 16-unit rental apartment complex in Wichita, Kansas violated the 
Fair Housing Act on the basis of familial status by terminating the lease of a tenant 
who asked to add her baby granddaughter to her lease and making statements 
indicating that they had a policy of not renting to households with children. (United 
States v. Pritchard (D. Kan.)) 


State and local enforcement agencies 


Many states and municipalities have their own fair housing laws. If a state or local law is 
substantially equivalent to the federal law, all complaints filed with HUD are referred to 
the local enforcement agency. To be considered substantially equivalent, the local law and 
its related regulations must contain prohibitions comparable to those in the federal law. In 
addition, the state or locality must show that its local enforcement agency takes sufficient 
affirmative action in processing and investigating complaints and in finding remedies for 
discriminatory practices. All real estate professionals should be aware of their states’ fair 
housing laws, as well as applicable local ordinances. 


Threats or acts of violence 


Working in real estate is not generally considered dangerous, but some real estate professionals 
may find themselves the targets of threats or violence merely for complying with fair housing 
laws. The Fair Housing Act protects the rights of those who seek the benefits of the fair 
housing laws. It also protects owners and real estate professionals who aid or encourage the 
enjoyment of fair housing rights. Threats, coercion, and intimidation are punishable by 
criminal action. In such a case, the victim should report the incident immediately to law 
enforcement officials. 


IMPLICATIONS FOR REAL ESTATE PROFESSIONALS 


Learning Objective: Describe the importance to real estate professionals and the 
public of understanding and complying with fair housing laws. 


‘The real estate industry is largely responsible for creating and maintaining an open housing 
market. Real estate professionals are a community’s real estate experts. With the privilege of 
profiting from real estate transactions comes the social and legal responsibilities to ensure 
that everyone’s civil rights are protected. Establishing relationships with community and fair 
housing groups to discuss common concerns and find solutions to problems is a worthwhile 
activity. Real estate professionals who actively work to improve their community will earn a 
reputation for being concerned citizens and reputable professionals. 
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Consequences 


Fair housing is the law. The consequences for anyone who violates the law are serious. In 
addition to the financial penalties, the livelihood of a real estate professional may be in 
jeopardy if the real estate license is suspended or revoked. That the offense was unintentional 
is no defense. Real estate professionals must scrutinize their practices and be particularly 
careful not to fall victim to clients or customers who expect them to discriminate. 
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KEY POINT REVIEW 


Equal opportunity in housing is intended to create a marketplace in which persons of 
similar financial means have a similar range of housing choices. Equal opportunity laws 
apply to owners, real estate professionals, apartment management companies, real estate 
organizations, lending agencies, builders, and developers. 


The Civil Rights Act of 1866 prohibits all racial discrimination in real estate transactions, 
with no exceptions, and was upheld in Jones v. Mayer in 1968. 


Race has been defined by the U.S. Supreme Court to include ancestral and ethnic 
characteristics, including certain physical, cultural, or linguistic traits that are shared by a 
group with a common national origin. 


The federal Fair Housing Act is Title VIII of the Civil Rights Act of 1968, as amended, and 
prohibits discrimination in housing based on race, color, national origin, religion, sex, familial 
status, or disability. The Fair Housing Act does not prohibit discrimination based solely on a 
person’s citizenship status. Illegal activities include steering, blockbusting, and redlining. 


The Housing and Community Development Act of 1974 added sex to the list of protected 
classes. The Fair Housing Amendments Act of 1988 added disability and familial status to 
the protected classes. The Fair Housing Act is administered by HUD, which established rules 
and regulations to further clarify the law, and created the Equal Housing Opportunity poster. 


Exemptions from the Fair Housing Act (but not the Civil Rights Act of 1866) include 
E rentals in owner-occupied buildings with no more than four units; 
E housing operated by organizations and private clubs that limit occupancy to members; and 


E the sale or rental of a single-family home when fewer than three homes are owned by 
an individual, discriminatory advertising is not used, and a real estate professional is not 
involved in the transaction. 


The Housing for Older Persons Act of 1995 (HOPA) repealed facilities and services 
requirements for housing intended for persons age 55 or older. Housing is exempt from 
familial status protection if it is restricted to persons age 62 or older, or if 80% of the units 
are occupied by persons age 55 or older. 


Familial status extends fair housing protections to families with children, meaning a family 
including a woman who is pregnant or in which one or more individuals under the age of 18 
live with either a parent or a guardian. 


A disability is a physical or mental impairment that substantially limits one or more of an 
individual’s major life activities. Reasonable modifications to property to make it usable by an 
individual with a disability must be allowed, but the individual must return the property to its 
former condition on vacating it. 


The Americans with Disabilities Act (ADA) prohibits discrimination in employment and 
public accommodations. Access to facilities and services in commercial properties must be 
provided when reasonably achievable in existing buildings, with higher standards for new 
construction/remodeling. Exempt properties include those covered by federal fair housing laws. 


HUD enforces the Fair Housing Act. A complaint must be brought within one year of the 
alleged act of discrimination. Within 100 days of filing a complaint that is not referred by 
HUD to a local enforcement agency, HUD dismisses or goes forward with a charge of illegal 
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discrimination. Conciliation is the resolution of a complaint within 100 days of filing when a 
respondent promises to remedy any violation. 


A complaint brought to HUD may be heard by an administrative law judge (ALJ), with 
remedies that may include a fine or injunction. A civil action may be brought in federal court 
by the complainant within two years of the alleged discriminatory act. The attorney general 
may bring a civil action in federal court. 


Complaints under the Civil Rights Act of 1866 go directly to federal court. 


Real estate professionals must act legally, doing their part to avoid discriminatory practices. 
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Under the Fair Housing Act, which action is 

legally permitted? 

A. Advertising property for sale only to a special 
group 

B. Altering the terms of a loan for a member of 
a protected class 

C. Refusing to make a mortgage loan to a 
member of a protected class because of a 
poor credit history 

D. Telling a member of a protected class that an 
apartment has been rented when in fact it has 
not 


Complaints relating to the Civil Rights Act of 
1866 

A. must be taken directly to a federal court. 
B. are no longer reviewed in the courts. 

C. are handled by HUD. 

D. are handled by state enforcement agencies. 


Why is the Civil Rights Act of 1866 unique? 

A. It has been broadened to protect the aged. 

B. It adds welfare recipients as a protected class. 

C. It contains “choose your neighbor” 
provisions. 

D. It provides no exceptions that would permit 
racial discrimination. 


A real estate professional said to a homeowner, “I 
hear theyre moving in. There goes the neighbor- 
hood! Better put your house on the market before 
values drop!” This is an example of what illegal 
practice? 

A. Steering 

B. Blockbusting 

C. Redlining 

D. Fraudulent advertising 


The act of directing homeseekers toward or away 

from particular areas, either to maintain or to 

change the character of the neighborhood, is 

A. blockbusting. 

B.  redlining. 

C. steering. 

D. permitted under the Fair Housing Act of 
1968. 


10. 


A lender’s refusal to lend money to potential 
homeowners attempting to purchase properties 
located in particular ethnic neighborhoods is 
known as 

A. redlining. 

B. blockbusting. 

C. steering. 

D. prequalifying. 


The federal Fair Housing Act would permit 

A. a hotel renting rooms only to celebrities. 

B. the owner of a 20-unit residential apartment 
building renting to men only. 

C. an apartment next to a Catholic college 
refusing to furnish housing for a Jewish man. 

D. an owner refusing to rent the other side of 
the duplex in which she lives to a family with 
children. 


It is illegal for a lending institution to refuse to 

make a residential real estate loan in a particular 

area based on 

A. the ethnicity of the residents of the area. 

B. the applicant’s questionable economic 
situation. 

C. the applicant not being of legal age. 

D. the deteriorated condition of the premises. 


Which agency, upon receiving a complaint re- 
garding a Fair Housing Act violation, investigates? 
A. HUD 


B. HOPA 
C. DOJ 
D. ADA 


Housing that qualifies for exemption from famil- 

ial status provisions 

A. includes housing intended for persons 50 or 
older. 

B. includes a restriction that 80% of the units 
be occupied by persons 55 or older. 

C. is not permitted under the federal Fair 
Housing Act. 

D. is permitted for owner-occupied buildings 
with four or more units. 


11. 


12. 


13. 


Which statement describes the Supreme Court’s 
decision in the case of Jones v. Alfred H. Mayer 
Company? 

A. Racial discrimination is prohibited by any 
party in the sale or rental of real estate. 

B. Sales by individual residential homeowners are 
exempted, provided the owners do not use real 
estate professionals. 

C. Laws against discrimination apply only to 
federally related transactions. 

D. Persons with disabilities are a protected class. 


After a real estate professional takes a sale listing of 
a residence, the owners specify that they will not 
sell the home to any Chinese family. The real estate 
professional should do which of the following? 

A. Advertise the property exclusively in 
newspapers marketed to persons of Chinese 
heritage. 

B. Explain to the owners that the instruction 
violates federal law and that the real estate 
professional cannot comply with it. 

C. Abide by the owners’ directions despite the 
fact that they conflict with the fair housing 
laws. 

D. Require that the owners sign a separate legal 
document stating the additional instruction as 
an add-on to the listing agreement. 


The resolution of a complaint to HUD that in- 
cludes obtaining assurance that the person against 
whom the complaint was filed (the respondent) 
will remedy any violation is called 

A. conciliation. 

B. arbitration. 

C. settlement. 

D. prosecution. 


14. 


15. 


16. 


17: 
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A single man with two small children has been told 
by a real estate professional that homes for sale in a 
condominium complex are available only to mar- 
ried couples with no children. Which statement is 
TRUE: 

A. Because a single-parent family can be 
disruptive if the parent provides little 
supervision of the children, the condominium 
is permitted to discriminate against the family 
under the principle of rational basis. 

B. Condominium complexes are exempt from 
the fair housing laws and can therefore restrict 
children. 

C. The man may file a complaint alleging 
discrimination on the basis of familial status. 

D. Restrictive covenants in a condominium take 
precedence over the fair housing laws. 


The following ad appeared in the newspaper: “For 

sale: 4 BR brick home; Redwood School District; 

excellent Elm Street location; short walk to St. 

John’s Church; and right on the bus line. Move- 

in condition; priced to sell.” Which statement is 

TRUE? 

A. The ad describes the property for sale and is 
very appropriate. 

B. ‘The fair housing laws do not apply to 
newspaper advertising. 

C. The ad should state that the property is 
available to families with children. 

D. The ad should not mention St. John’s Church. 


A suit may be filed in federal court by a person 

agerieved by an alleged act of discrimination under 

the Fair Housing Act 

A. within two years of the discriminatory act. 

B. no later than one year after the discriminatory 
act. 

C. with the approval of the state or county 
nondiscrimination officer. 

D. if the Federal Housing Administration refuses 
to pursue the case. 


‘The federal Fair Housing Act prohibits discrimina- 
tion on the basis of 

education. 

income. 

marital status. 

. national origin. 


Jawe 
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18. Which of the following is legal? 

A. Charging a family with children a higher 
security deposit than those with no children 

B. Requiring a person with a disability to 
establish an escrow account for the costs to 
restore a property after it has been modified 

C. Picturing only white people in a brochure 
as the “happy residents” in a housing 
development 

D. Refusing to sell a house to a person who has a 
history of mental illness 


19. The landlord’s lease prohibits tenants from altering 
the property in any way. A young woman who uses 
a wheelchair cannot maneuver over the doorstep 
into her apartment by herself. In addition, she can- 
not access the bathroom facilities in her wheelchair. 
Which of the following is TRUE? 

A. The landlord is responsible for making 
all apartments accessible to people with 
disabilities. 

B. ‘The tenant cannot remedy these conditions 
because of the terms of the lease. 

C. The landlord should not have rented this 
apartment to the tenant. 

D. The tenant is entitled to make the necessary 
alterations. 


20. The provisions of the federal Fair Housing Act ap- 


ply 
A. 
B. 


G. 


in all states. 

in those states that have ratified the act, but 
not in other states. 

only in those states that do not have 
substantially equivalent laws. 

only in those states that do not have specific 
state fair housing laws. 


Property Management 


LEARNING OBJECTIVES 


KEY TERMS 


OVERVIEW 


When you have completed this unit, you will be able 


to accomplish the following. 


> Describe the various property management assignments available in the property management 


field and the role of the property manager in each. 
> Explain the essential elements of the property man 
> List the primary responsibilities of the property ma 


agement agreement. 
nager. 


> Describe the various federal laws, which the property manager must know and follow in the 


performance of management. 


> Describe the implementation of risk management procedures to insure the safety and security of a 


managed property’s tenants as well as to protect th 


e landlord from liability and loss. 


budget comparison multiperil policies routine maintenance 
statement operating budget surety bonds 

cash flow report preventive maintenance tenant improvements 

corrective maintenance profit and loss statement workers’ compensation 

management agreement property manager acts 

management plan risk management 


Property management involves the leasing, managing, marketing, and overall maintenance 
of real estate owned by others, usually rental property. Although some owners of rental 
units manage their own properties (a real estate license is not required to do so), most rental 
properties are professionally managed. Many mortgage lenders require that investors hire a 
professional property manager to manage their properties. 


In many states, property managers are required to 


hold a real estate broker’s or property 


manager's license. As with all real estate services, a real estate sales associate can only manage 
property with the consent of the employing broker and in the broker’s name. 
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THE PROPERTY MANAGER 


A property manager 

must 

m achieve the goals of 
the owners, 

m generate income, 
and 

E preserve and/or 
increase the value of 
the property. 


Learning Objective: Describe the various property management assignments 
available in the property management field and the role of the property manager in 
each. 


‘The role of the property manager is complex, requiring the manager to wear many hats. 

It is not unusual for a property manager to be a market analyst, salesperson, accountant, 
advertising specialist, and maintenance person—all in the same day. In addition, the 
property manager frequently interacts with people in various professions, including lawyers, 
environmental engineers, and accountants. The three principal responsibilities of the property 
manager are to 


™ achieve the objectives of the property owners, 
E generate income for the owners, and 


E preserve and/or increase the value of the investment property. 


The property manager carries out the goals of the property owners. In the process, the 
property manager is responsible for maintaining the owner’s investment and making sure 

the property earns income. These goals can be accomplished in several ways. The physical 
property must be maintained in good condition. Suitable tenants must be found, rent must be 
collected, and employees must be hired and supervised. The property manager is responsible 
for budgeting and controlling expenses, keeping proper accounts, and making periodic reports 
to the owner. In all of these activities, the manager’s primary goal is to operate and maintain 
the physical property in such a way as to preserve and enhance the owner’s capital investment. 


Some property managers work for property management companies. These firms manage 
properties for a number of owners under management agreements. A property manager in a 
general agency relationship with the property owner could be an independent contractor with 
great authority and discretion in management decisions. A property manager or an owner may 
employ building managers to supervise the daily operations of a building. In some cases, these 
individuals might be residents of the building. 


A IN PRACTICE 
n most states, licensed real estate professionals are permitted to manage 


properties for others. Some states have separate property management licenses. 
When directly employed by the owner, nonlicensed individuals are permitted by 
some states to manage properties. While some states require licensing in order 
to manage condominium or cooperative homeowners associations, others do 
not. Some states require an on-site manager for residential income-producing 
properties having more than a certain number of units; for example, California 
requires a manager on-site for residential properties of 16 or more units. 


Securing management business 

Possible clients of a property management business include 
E corporate owners, 

E apartment buildings, 


E owners of small rental residential properties, 
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homeowners associations, 


investment syndicates, 


trusts, and 


E owners of office buildings. 


A good reputation is often the manager’s best advertising. A manager who consistently 
demonstrates the ability to increase property income over previous levels, while meeting 
legal requirements and enhancing the property’s attractiveness to tenants, should have little 


difficulty finding new business. 


Before contracting to manage any property, the professional property manager should be 
certain that the building owner has realistic income expectations. Necessary maintenance, 
unexpected repairs, and effective marketing all take time and money. In addition, most states 
have landlord-tenant laws that require the landlord-owner to keep the property repaired and 
make sure it complies with building codes. Through the agency relationship with the owner, 
the property manager becomes responsible for repairs and the building’s condition. 


New opportunities 


Specialization has opened a range of new opportunities for the property manager. Well-trained 
specialists are needed to manage shopping centers, commercial buildings, and industrial parks, 
in addition to the more visible management of residential properties. The following are just a 
few of the specialties that have an ongoing need for competent managers. 


Community association management 


The prevalence of homeowners and condominium associations combined with complex 
planning and development codes have placed new demands on property managers. Working 
as part of a team, property managers assist in providing a comprehensive array of services 

to volunteer boards. Many states now require at least a real estate license or an association 
management license for those who specialize in managing associations. 


Housing for seniors 


Opportunities abound in managing housing for those age 55 and older, including federally 
assisted housing programs. In addition to marketing, managers of senior housing are often 
responsible for the operation of the facility, as well as housekeeping, meal service, social 
event planning, and medical emergency planning. When subsidized housing is involved, the 
property manager needs to be familiar with state and federal rules pertaining to eligibility 
requirements and income verification. 


Manufactured homes 


Homes built in factories meeting HUD specifications are called manufactured homes or 
HUD-code homes. These homes may be placed on individually owned land, but more than 
a third are sited in communities. A tenant may rent only the “pad,” the land on which the 
home is sited, or the home itself. Many communities, especially those in the sun belt states, 
are geared toward seniors; managers at these communities must be effective at building 
community spirit. 


378 Unit 19 Property Management 


www.boma.org 
www.bomi.org 
www.caionline.org 
www.irem.org 


Resort housing 


Managing second-home and resort rentals presents specific challenges. A resort manager must 
be able to care for and maintain often-vacant properties and be able to attract and manage 
short-term tenants. Many such properties are located in high-risk areas for natural disasters 
such as hurricanes, so the manager must be able to prepare for an emergency as well as to 
work with insurance adjusters. 


Concierge services 


A new area for property managers to specialize in is the training and managing of concierge 
staff for office buildings and other settings. Concierge staff are responsible for anything from 
arranging for taxi rides to assisting with internet-enabled equipment for a conference. 


Asset management 


An asset manager monitors a portfolio of properties similar to a securities portfolio by 
analyzing the performance of the properties and making recommendations to the owners of 
the properties. Real property asset management helps clients decide what type of real estate to 
invest in—commercial, residential, industrial, or agricultural—and which property is best to 
purchase, the best financial sources for a real estate purchase, and when to dispose of property. 


Corporate property manager 


Hiring a corporate property manager allows a corporation to invest in real estate and 
increase its capital, even if the corporation is not necessarily knowledgeable about property 
management. Typically, the corporate property manager is an employee of the corporation 
and not an independent contractor. 


Leasing agent 


A leasing agent is usually an independent contractor working on a commission basis. Leasing 
agents are usually in high demand because of their skill in securing lessees. 


Professional associations 


Most metropolitan areas have local associations of building and property owners and 
managers that are affiliates of regional and national associations. Many of these professional 
organizations provide information and contacts for all aspects of property management. Many 
also provide well-respected designations that help open doors for the property manager who 

is willing to fulfill the educational and/or experience requirements that a designation requires. 
The better-known associations include the following: 


E Building Owners and Managers Association International (BOMA)—commercial real 
estate, www.boma.org 


E Building Owners and Managers Institute International (BOMI)—education programs for 
commercial property and facility management industries, www.bomi.org 


= Community Associations Institute (CAI)—homeowners associations, condominiums, and 
other planned communities, www.caionline.org 


E Institute of Real Estate Management (IREM)—multifamily and commercial real estate 
designation, www.irem.org 


WWww.iICSC.Org 
www.naahq.org 
www.nahb.org 
www.narpm.org 
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m International Council of Shopping Centers (ICSC)—shopping centers worldwide, www 
.icsc.org 


E National Apartment Association (NAA)—multifamily housing industry, www.naahq.org 


E National Association of Home Builders (NAHB)—all aspects of home building, www 
.nahb.org 


E National Association of Residential Property Managers (NARPM)—single-family and 
small residential properties, www.narpm.org 


THE MANAGEMENT AGREEMENT 


A general agent 
represents the 
principal in a broad 
range of matters re- 
lated to a particular 
business or activity. 


Learning Objective: Explain the essential elements of the property management 
agreement. 


The first step in taking over the management of any property is to enter into a management 
agreement, a contract creating a general agency relationship between the owner and the 
property manager. The management agreement defines the duties and responsibilities of each 
party; it is a guide used in operating the property, as well as a reference in case of any future 
disputes. 


The property manager’s role 


‘The property manager is typically considered a general agent. As an agent, the property 
manager is charged with the fiduciary responsibilities of care, obedience, accounting, loyalty, 
confidentiality, and disclosure. Property managers are usually empowered to make many 
more decisions on behalf of the owner than a real estate professional can make in the real 
estate professional’s representation of a seller or a buyer. After entering into an agreement 
with a property owner, a manager handles the property the same way the owner would. In 
all activities, the manager’s first responsibility is to realize the highest return on the property 
in a manner consistent with the owner’s instructions and applicable law. As in any other 
contract in which the duties and responsibilities of the parties are specified, the management 
agreement should be in writing, and it should include the following points: 


m= Description of the property. 
E Time period the agreement covers and specific provisions for termination. 


E Definition of the managers responsibilities. All the manager’s duties should be specifically 
stated in the contract. Any limitations or restrictions on what the manager may do should 
be clearly stated. 


= Statement of the owners purpose and responsibilities. The owner should clearly state what 
the manager is to accomplish. One owner may want to maximize net income, while 
another may want to increase the capital value of the investment. What the manager 
does depends on the owners long-term goals for the property. The agreement also should 
list the owner's responsibilities for management expenses, such as payroll, advertising, 
insurance, and management fees. 


E Extent of the managers authority. This provision should state what authority the manager 
is to have in matters such as hiring, firing, and supervising employees; fixing rental rates 
for space; and making expenditures and authorizing repairs. Repairs that exceed a certain 
expense limit may require the owner’s written approval. 


E Reporting. The frequency and detail of the manager’s periodic reports on operations and 
financial position should be agreed on. These reports serve as a means for the owner to 
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monitor the manager’s work. They also form a basis for both the owner and the manager 
to spot trends that are important in shaping management policy. The state real estate 
commission usually will have regulations concerning reporting. 


Compensation. The management fee or other form of compensation may be based on a 
percentage of gross or net income, a fixed fee, or some combination of these and other 
factors. The compensation provision of the agreement should state the base fee, as well as 
any leasing fees, supervision fees, or other commissions or compensations. 


Allocation of costs. The agreement should state which of the property manager's expenses— 
such as office rent, office help, telephone, advertising, and association fees—will be paid 
by the manager. Other costs will be paid by the owner. 


Liability, The agreement should require that the manager be included as an additional 
insured on the property liability policy. 


Antitrust provisions. Management fees are subject to the same antitrust considerations 
as sales commissions. They cannot be standardized in the marketplace, because 
standardization would be considered price-fixing. The fee must be negotiated between 
the agent and the principal. In addition, the property manager may be entitled to a 
commission on new rentals and renewed leases. 


Equal opportunity statement. Residential property management agreements should include 
a statement that the property will be shown, rented, and otherwise made available to all 
persons, regardless of race, color, religion, sex, disability, national origin, or family status, 
and to any class of person protected by local, state, or federal law. 


MATH CONCEPTS 


Rental Commissions 


Residential property managers often earn commissions when they find tenants for a property. 
Rental commissions are usually based on the annual rent from a property. The commission on 
a year’s lease may be one month’s rent or may be a percentage of the projected lease payments. 
For example, if an apartment unit rents for $3,200 per month, the lease is for one year, and the 
commission payable is 8%, the commission is calculated as follows: 


$3,200 per month x 12 months = $38,400 
$38,400 x 0.08 = $3,072 


THE PROPERTY MANAGER’S RESPONSIBILITIES 


Learning Objective: List the primary responsibilities of the property manager. 


Property management begins with a management plan prepared by the property manager. 
A management plan outlines the details of the owner’s objectives with the property, as well as 
what the property manager expects to accomplish and how, including all financial objectives. 


The management plan 


In preparing a management plan, a property manager analyzes three factors: the owner's 

objectives, the regional and neighborhood market, and the specific property. Occupancy, 
absorption rates, and new starts are critical indicators. The plan also includes a budgetary 
section on sources of revenue and anticipated expenses. While the management plan is a 
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document for the present, it is forward-looking in determining the feasibility of a property 
owner's long-term goals for a specific property. 


Financial reports 


One of the primary responsibilities of a property manager is maintaining financial reports, 
including an operating budget, cash flow report, profit and loss statement, and budget 
comparison statement. While there are no standard formats for these reports, they have some 
similarity, and it is important for the property manager to adapt a report to meet an owner's 
needs. The reports are sent to the property owner at the agreed-upon intervals, by mail or 
email, but the property manager should meet the client at least once a year to go over the 
property’s financial status in detail. Not only is this helpful to the owner’s understanding of 
the property’s performance, it is an excellent way for the property manager to demonstrate the 
levels of service and expertise that are being provided to the client. 


Operating budget 


The projection of income and expense for the operation of a property over a one-year period 
is called an operating budget. This budget, developed before attempting to rent property, 

is based on anticipated revenues and expenses and provides the owner the amount of 
expected profit. The property uses the operating budget as a guide for the property’s financial 
performance in the present and future. 


Once a property manager has managed a property for a length of time, an operating budget 
may be developed based on the results of the profit and loss statement in comparison to the 
original budget (actual versus projected). After making the comparison, a new operating 
budget is prepared for a new time period in the future. 


Cash flow report 


A cash flow report is a monthly statement that details the financial status of the property. 
Sources of income and expenses are noted, as well as net operating income and net cash flow. 
The cash flow report is the most important financial report because it provides a picture of the 
current financial status of a property. 


Income 


Income includes gross rentals collected, delinquent rental payments, utilities, vending 
machine proceeds, contracts, late fees, and storage charges. In some properties, there is space 
that is not income producing, such as the property manager’s office. The rental value of the 
property that is not producing income is subtracted from the gross rental income to equal the 
gross collectible, or billable, rental income. 


Any losses from uncollected rental payments or evictions are deducted from total gross 
income to arrive at net operating income. 


Expenses 


A property will incur both fixed and variable expenses. Fixed expenses are those that remain 
fairly predictable, even though they may increase or decrease somewhat, such as employee 
wages and other administrative expenses, utilities, and other basic operating costs. Variable 
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expenses may be recurring or nonrecurring and can include capital improvements, building 
repairs, and landscaping. 


Cash flow 


Cash flow is derived as shown below. The entry for “debt service” in the third equation 
includes any mortgage payments on the property. 


gross rental income + other income — losses incurred = total income 
total income — operating expenses = net operating income 


net operating income — debt service — reserves = cash flow 


Profit and loss statement 


A profit and loss statement is a financial picture of revenues and expenses used to determine 
whether a business has made money or suffered a loss. It may be prepared monthly, quarterly, 
semiannually, or annually. The statement is created from the monthly cash flow reports and 

does not include itemized information. A formula for a profit and loss statement is as follows: 


gross receipts — operating expenses — mortgage interest = net profit 


Budget comparison statement 


The budget comparison statement compares actual results with the original budget, often 
giving either percentages or a numerical variance of actual versus projected income and 
expenses. Budget comparisons are especially helpful in identifying trends in order to help with 
future budget planning. 


Renting the property 


Effective rental of the property being managed is essential to ensure its long-term financial 
health. A property manager may use the services of a leasing agent. The real estate professional 
acting as leasing agent will be concerned solely with renting space and will not be responsible 
for maintaining and managing the property. 


Setting rental rates 


While some municipalities control rent increases for residential tenants, most communities 
allow the market to determine the amount of rent that a tenant should pay. Because rental 

rates are influenced primarily by supply and demand, property managers should conduct a 

detailed survey of the competitive space available in the neighborhood, emphasizing similar 
properties. In establishing rental rates, property managers must consider the following: 


m The rental income must be sufficient to cover the property's fixed charges and operating 
expenses. 


m The rental income must provide a return on the owner's investment. 


m The rental rate should be comparable with prevailing rates in comparable buildings in 
the area; it may be slightly higher or slightly lower, depending on the desirability of the 


property. 
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=E The current vacancy rate in the property is a good indicator of how much of a rent 
increase might be possible. A building with a low vacancy rate is a better candidate for an 
increase than one with a high vacancy rate. 


A rental rate for residential space is usually stated as the monthly rate per unit. Commercial 
leases—including office, retail, and industrial space rentals—are usually stated according to 
either annual or monthly rates per square foot. 


An elevated level of vacancy may indicate poor management, a defective or undesirable 
property, or rental rates that are too high for the market or the property. A high occupancy 
rate may mean that rental rates are too low. Before adjusting the rental rates, the manager 
should investigate the rental market to determine whether a rent increase is warranted. 


Marketing 


To ensure that a property generates income, the property manager must attract the most 
reliable tenants. The marketing strategy must take into consideration the property itself, the 
supply and demand in the area where the property is located, and the amount of money 
available for advertising. 


Advertising 


All advertising and promotional activities must comply with federal, state, and local 
nondiscrimination laws. The content cannot market to members of a protected class, but also 
must not discriminate on the basis of a prospective tenant’s race, color, religion, sex, national 
origin, familial status, or disability. To ensure that a property generates income, the property 
manager must attract the best tenants. 


Advertising methods are numerous and include internet sites and social media, newspapers, 
brochures, radio, television, and direct mail. 


Management activities 


Because property management firms are often known by reputation, it is important for a 
firm to maintain good public relations. One way to cultivate public relations is through 
community involvement and charitable giving. 


Firms can also write and issue public service announcements (PSAs) or press releases regarding 
special projects. These announcements can attract the attention of the media and, ultimately, 
prospective tenants. 


Marketing and advertising costs 


A cost-benefit analysis helps a property manager assess whether a particular advertising 
method worked to attract new tenants. Property marketing expenses are usually figured on a 
cost-per-prospect-per-lease basis. For example, if a three-bedroom apartment rents for $4,500, 
is typically viewed by 10 prospects before it is leased, and a single newspaper advertisement is 
the only marketing, an $1,200 newspaper ad would cost $120 per prospect. 
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www.apartmentfinder 
com 


www.apartmentguide 
com 


www.apartments.com 
www.craigslist.org 


www.forrent.com 
www.realtor.com 
www.trulia.com 
www.zillow.com 


The internet has significantly expanded a property manager’s ability to reach consumers. 
Online apartment vacancy listing sites include www.apartmentfinder.com, www 
.apartmentguide.com, www.apartments.com, www.craigslist.org, www.forrent.com, www 
.realtor.com, www.trulia.com, and www.zillow.com. 


Selecting tenants 


The residential property manager must be sure to comply with all federal, state, and local fair 
housing laws in selecting tenants. Although fair housing laws do not apply to commercial 
properties, commercial property managers need to be aware of federal, state, and local 
antidiscrimination and equal opportunity laws that may govern industrial or retail properties, 
including the Americans with Disabilities Act. 


The commercial property manager should be sure that the premises are suitable for the 

tenant in terms of size, location, and amenities, and that the tenant can afford the space. A 
commercial tenant’s business should be compatible not only with the building but also with 
the businesses of the other tenants. Managers should always ask commercial tenants about the 
potential for expansion. Because the property may not have enough room for expansion, the 
manager could soon lose the tenant to a larger space. 


A IN PRACTICE 

Some commercial leases prohibit the introduction of similar businesses. In any 
event, introduction of competitors into the same property should be undertaken 
with care because competitors in the same location will often decrease the activity 
of both businesses and soon one or the other will seek to move. 


Most states have strict requirements as to how security deposits should be handled by the 
property manager: how soon they must be deposited, into what kind of account, and when 
they must be refunded. In general, funds belonging to others, such as security deposits and 
collected rents, should be placed into a trust or escrow account. Property managers should 
not use any of these funds personally (conversion) or mix the funds into a personal account 
(commingling). 


Collecting rents 


A property manager should accept only those tenants who can be expected to meet their 
financial obligations. The manager should investigate financial references, check with local 
credit bureaus, and when possible, interview a prospective tenant’s former landlord to ensure 
the tenant is able to meet financial obligations. Financial qualification standards must be 
applied in a similar fashion to all applicants to avoid even the appearance of a discriminatory 
practice. 
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Calculating Monthly Rent per Square Foot (Commercial) 


Determine the total square footage of the rental premises (generally floor space only). 


50 feet 
30 feet 30 feet 
50 feet 
50 feet 
30 feet 30 feet 
50 feet 


50 feet x 30 feet = 1,500 square feet 
Find the total annual rent. 
$2,500 per month x 12 months = $30,000 per year 
Divide the total annual rent by the total square feet to determine the annual rate per square foot. 
$30,000 = 1,500 square feet = $20 per square foot 
Convert the annual rate to a monthly rate. 
$20 + 12 months = $1.67 per square foot (rounded to nearest cent) 
The terms of rental payment should be spelled out in the lease agreement, including 
E time and place of payment, 
E provisions and penalties for late payment and returned checks, and 


E provisions for cancellation and damages in case of nonpayment. 


‘The property manager should establish a firm and consistent collection plan. The plan should 
include a system of notices and records that complies with state and local law. 


Every attempt must be made to collect rent without resorting to legal action. Legal action is 
costly and time consuming, and does not contribute to good tenant relations. In some cases, 
however, legal action is unavoidable. In these instances, a property manager must be prepared 
to initiate and follow through, in cooperation with the property owner’s or management firm’s 
attorney, on the necessary legal steps. 


Maintaining good relations with tenants 


The ultimate success of a property manager depends on the ability to maintain good relations 
with tenants. Dissatisfied tenants are more likely to vacate the property early. A high tenant 
turnover rate results in greater expenses for advertising and redecorating and less profit for 
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Types of maintenance 
E Preventive 

E Repair or corrective 
E Routine 


the owner due to uncollected rents. Empty units and storefronts can also damage a property’s 
reputation—and its perceived desirability. 


An effective property manager establishes a good communication system with tenants—and 
prospective tenants. An internet site that highlights property features and solicits new tenants 
can also have a section limited to residents that posts activities, maintenance updates, and 
other news to keep tenants informed and involved. Email notices, printed and electronic 
newsletters, and posted memoranda, especially when updated on a regular basis, are also 
useful. 


Above all, maintenance and service requests must be attended to promptly, and all lease terms 
and building rules must be enforced consistently and fairly. A manager who fails to treat 

all tenants the same in terms of rent collection and enforcement of lease terms or rules and 
regulations will create ill will among tenants and might even be violating fair housing laws. A 
good manager is tactful and decisive, and acts to benefit both owner and occupants. 


The property manager must be able to address residents who do not pay rent on time or who 
violate building regulations. When one tenant fails to follow the rules, the other tenants often 
become frustrated and dissatisfied. Careful recordkeeping shows whether rent is remitted 
promptly and in the proper amount. Records of all lease renewal dates should be kept so that 
the manager can anticipate a lease expiration and retain a good tenant who might otherwise 
move when the lease term ends. 


Maintaining the property 


One of the most important functions of a property manager is the supervision of property 
maintenance. A manager must learn to balance the services provided with their cost—that is, 
to satisfy tenants’ needs while keeping operating expenses within budget. 


To maintain property efficiently, the manager must be able to assess the building’s needs 

and how best to meet those needs. Because staffing and scheduling requirements vary with 
the type, size, and geographic location of the property, the owner and the manager usually 
agree in advance on maintenance objectives. In some cases, the best plan may be to operate a 
low-rent property with minimal expenditures for services and maintenance. Another property 
may be more lucrative if kept in top condition and operated with all possible tenant services. 
A well-maintained, high-service property can command premium rental rates. 


A primary maintenance objective is to protect the physical integrity of the property over the 
long term. For example, preserving the property by repainting the exterior or replacing the 
heating system helps decrease long-term maintenance costs. Keeping the property in good 
condition involves the following three types of maintenance: 


E Preventive 

Œ Repair or corrective 

E Routine 

Preventive maintenance includes regularly scheduled activities such as painting and seasonal 
servicing of appliances and systems. Preventive maintenance preserves the long-range value 
and physical integrity of the building. This is both the most critical and the most neglected 


maintenance responsibility. Failure to perform preventive maintenance invariably leads to 
greater expense in other areas of maintenance. 


Construction 
involves making a 
property meet a ten- 
ant’s needs. 
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Repair or corrective maintenance involves the actual repairs that keep the building’s 
equipment, utilities, and amenities functioning. Repairing a toilet, fixing a leaky faucet, and 
replacing a broken air-conditioning unit are acts of corrective maintenance. 


A property manager also must supervise the routine maintenance of the building. Routine 
maintenance includes such day-to-day duties as performing minor carpentry and plumbing 
repairs, and providing regularly scheduled upkeep of heating, air-conditioning, and 
landscaping. 


A IN PRACTICE 
One of the major decisions a property manager faces is whether to contract for 
maintenance services from an outside firm or to hire on-site employees. The 
property manager will make the decision on what is most cost-effective for the 
owner. This decision should be based on a number of factors, including the 


Æ size of the building, 

m complexity of the tenants’ requirements, 
Æ time and expense involved, and 

m availability of suitable labor. 


A commercial or industrial property manager often is called on to make tenant 
improvements (or build-outs). These are construction alterations to the interior of the 
building to meet a tenant’s particular space needs. Such alterations range from simply 
repainting or recarpeting to completely gutting the interior and redesigning the space by 
erecting new walls, partitions, and electrical systems. Tenant improvements are especially 
important when renting new buildings. In new construction, the interiors are usually left 
incomplete so that they can be adapted to the needs of individual tenants. One matter that 
must be clarified is which improvements will be considered trade fixtures (personal property 
belonging to the tenant) and which will belong to the owner of the real estate. 


Modernization or renovation of buildings that have become functionally obsolete and thus 
unsuited to today’s building needs is also important. The renovation of a building often 
enhances its marketability and increases its potential income. At the same time, federal and 
state regulations regarding lead-based paint, asbestos, and other hazardous substances that 
may be found in or around a structure can entail expensive remediation efforts. 


Environmental concerns 


The environment is an increasingly important property management issue. A variety of 
environmental issues, from waste disposal to air quality, must be addressed by the property 
manager. Tenant concerns, as well as federal, state, and local regulations, determine the 
extent of the manager’s environmental responsibilities. Property managers are not expected 
to be experts in all of the disciplines necessary to operate a property; they are expected 

to be knowledgeable in many diverse subjects, most of which are technical in nature. 
Environmental concerns are one such subject. 


Recycling facilities may be required by law, but even if they are not, the manager may want 
to provide them for tenants, which can benefit the environment, as well as make the property 
more marketable. Hazardous wastes produced by employees or tenants must be properly 
disposed of. Even the normally nonhazardous waste of an office building must be controlled 
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to avoid violation of laws requiring segregation and recycling of types of waste. Residential 
property managers of buildings constructed before 1978 must provide lead-based paint 
disclosure forms to all new tenants. Environmental audits also identify issues relating to 
asbestos, radon, and mold. 


Air quality issues are a key concern for those involved in property management and design. 
Building-related illness (BRI) and sick building syndrome (SBS) are illnesses that are more 
prevalent today because of energy efficiency standards used in construction that make 
buildings more airtight with less ventilation. BRI is a clinically diagnosed condition that 
can be attributed directly to airborne building contaminants. Symptoms include asthma, 
hypersensitivity, and some allergies. SBS is more typical in an office building, and symptoms 
include fatigue, nausea, dizziness, headache, and sensitivity to odors. Often, increasing 
ventilation or replacing interior features, such as carpeting, can solve air quality problems. 


FEDERAL LAWS PROHIBITING DISCRIMINATION 


www.ada.gov 


Learning Objective: Describe the various federal laws, which the property manager 
must know and follow in the performance of management. 


Federal laws prohibiting discrimination in the provision of housing, accommodations, 
services, and access to credit affect the property management profession. The Americans with 
Disabilities Act, the Equal Credit Opportunity Act, and the Fair Housing Act all help to 
ensure that consumer rights are not violated. 


The Americans with Disabilities Act 


The Americans with Disabilities Act (ADA), www.ada.gov, has had a significant impact on the 
responsibilities of the property manager, in both building amenities and employment issues. 


ADA Title I provides that any employer of 15 or more employees must adopt 
nondiscriminatory employment procedures. In addition, an employer must make reasonable 
accommodations to enable an individual with a disability to perform essential job functions. 


Property managers also must be familiar with ADA Title III, which prohibits discrimination 
in commercial properties and public accommodations. ADA requires that companies 

ensure that people with disabilities have full and equal access to facilities and services. 

(See Figure 19.1). 


A IN PRACTICE 
| | A prospective tenant is visually impaired. The property manager should be 


prepared to provide a lease agreement that is in large, easy-to-read type or that is 
printed in Braille, as required. 
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Figure 19.1: Reasonable Modifications to Public Facilities or Services 


aie 4 


Provide doors with automatic 
opening mechanisms 


Install an intercom so customers 
can contact a second-floor 
business in a building without 
an elevator 


Add grab bars to public 
restroom stalls 


Provide a shopper's assistant to 
help disabled customers 


Provide menus (and real 
estate listings) in a large-print 
or braille format 


Lower public telephones 


Permit guide dogs to 
accompany customers 


Provide ramps in addition to 
entry stairs 


To protect owners of existing structures from the massive expense of extensive remodeling, the 


ADA recommends reasonably achievable accommodations to provide access to the facilities 
and services. Existing barriers must be removed when this can be accomplished in a readily 
achievable manner with little difficulty and at reasonable cost. The following are typical 
examples of readily achievable modifications: 


Ramping or removing an obstacle from an otherwise accessible entrance 


Lowering wall-mounted public telephones 


E 
E 
m Adding raised letters and Braille markings on elevator buttons 
E Installing auditory signals in elevators 

E 


Reversing the direction in which doors open 


Alternative methods can be used to provide reasonable accommodations if extensive 
restructuring is impractical or if retrofitting is unduly expensive. For example, installing a 
cup dispenser at a water fountain that is too high for a person in a wheelchair may be more 
practical than installing a lower water fountain. 


A IN PRACTICE 
| | Federal, state, and local laws may provide additional requirements for 


accommodating people with disabilities. Real estate professionals should be aware 
of the full range of laws to ensure that their practices are in compliance. 


New construction and remodeling must meet higher standards of accessibility and usability 
because it costs less to incorporate accessible features in the design than to retrofit. Though 
the law intends to provide for people with disabilities, many accessible design features and 
accommodations benefit everyone. Such universal design can enhance a property's desirability 
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www.universal 
design.ie 


Guiding principle: 
what you do for one, 
do for all. 


www. fdic.gov/ 
regulations/laws/ 
rules/6500-1200 
„html 


www.justice.gov/crt/ 
fair-housing-act-1 


and be a successful marketing concept. More information about universal design can be found 
at The Centre for Excellence in Universal Design at www.universaldesign. ie. 


‘The property manager typically is responsible for determining whether a building meets ADA 
accessibility requirements. The property manager also must prepare a plan for retrofitting a 
building that is not in compliance when removal of existing barriers is readily achievable and 
can be performed without much difficulty or expense. Some tax advantages may be available 
to help offset the expense of ADA compliance. ADA experts may be consulted, as well as 
architectural designers who specialize in accessibility issues. 


A IN PRACTICE 
| | The U.S. Department of Justice has ADA specialists available to answer general 


information questions about compliance issues. The ADA Information Line is 
800-514-0301 (TTY: 800-514-0383). 


Equal Credit Opportunity Act 


The Equal Credit Opportunity Act (ECOA) prohibits a lender from denying a loan based 

on a person’s race, color, religion, national origin, sex, marital status, age, or receipt of public 
assistance. The ECOA affects the property manager in several ways. A manager should use 
the same lease application for every applicant. If a manager requires a credit report from one 
applicant, the manager should require credit reports from all applicants. The manager should 
be consistent in evaluating the income and debt of applicants and in determining whether to 
rent to an applicant. A complete copy of the law can be found at www.fdic.gov/regulations/ 
laws/rules/6500-1200.html. 


Fair Housing Act 


The federal Fair Housing Act and its amendments prohibit discrimination in the sale, rental, 
or financing of housing based on race, color, religion, national origin, sex, familial status, 

or disability. Property managers need to ensure that their marketing practices do not violate 
fair housing laws. For example, blockbusting and steering are prohibited. Blockbusting is 
encouraging people to rent or to sell a property by claiming that the entry of a protected 

class of people into the neighborhood will have a negative impact on property values. Steering 
is the channeling of protected class members to certain buildings or neighborhoods. ‘The 
Department of Justice has information on fair housing issues at www.justice.gov/crt/fair 
-housing-act-1 


A IN PRACTICE 
| | Many fair housing complaints are related to property management issues that 


could have been avoided by treating all rental applicants with the same courtesy 
and respect. A fair housing training program can be useful at any stage of a real 
estate professional’s career and is often a requirement for license renewal. 
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RISK MANAGEMENT 


Memory tip 


The four alternative 
risk management 
techniques: 


Avoid 
Control 
Transfer 
Or 
Retain 


Learning Objective: Describe the implementation of risk management procedures to 
insure the safety and security of a managed property’s tenants as well as to protect 


the landlord from liability and loss. 


Enormous monetary losses can result from unexpected or catastrophic events. As a result, one 
of the most critical areas of responsibility for a property manager is risk management. 


Risk management techniques 


Risk management involves answering the question, What happens if something goes wrong? 
‘The perils of any risk must be evaluated in terms of options. In considering the possibility of a 
loss, the property manager must decide whether it is better to 


E avoid it by removing the source of risk (e.g., a swimming pool may pose an unacceptable 
risk); 

E control it by preparing for an emergency before it happens (by installing sprinklers, fire 
doors, and security systems); 


E transfer it by shifting the risk onto another party (by taking out an insurance policy); or 


E retain it by deciding that the chances of the event occurring are too small to justify the 
expense of any other response (an alternative might be to take out an insurance policy 
with a large deductible, making the policy less expensive). 


Security of tenants 


Recent court decisions in several states have held owners and their agents responsible for 
physical harm that was inflicted on tenants by intruders. These decisions have prompted 
property managers and owners to think about how to protect tenants and secure apartments 
from intruders. After the terror attacks of September 11, 2001, and subsequent incidents, 
managers of all types of properties have increased awareness of security issues. A professional 
security analysis can help identify areas of concern and suggest possible remedies. 


There is also concern caused by wrongdoing or criminal behavior inflicted by tenants on 
other tenants in a building. Many leases now have a crime-free provision that makes criminal 
activity, such as drug use or assault, grounds for eviction. 


Types of insurance 


Just as it is for homeowners, insurance is a first line of defense in risk management for other 
real property owners and managers. Numerous forms of insurance policies are available, 
covering a wide range of possible events that might result in devastating loss. A single policy 
may cover risks in one or more categories. 


Tenant’s insurance 


The property manager should notify tenants that they must obtain renter’s insurance, known 
as HO-4, in order to protect their personal belongings. ‘The real estate owner can only insure 
what is owned (i.e., the building); the owner of the building cannot insure the personal 
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www.fema.gov/ 
national-flood 
-insurance-program 


property of tenants. Residential tenants need an HO-4 or renter’s policy to insure their 
personal property. Business tenants can obtain their own business or commercial policy. 


Commercial insurance 


An insurance audit should be performed by a competent, reliable insurance agent who is 
familiar with insurance issues for the type of property involved. The audit will indicate areas 
in which greater or lesser coverage is recommended and will highlight particular risks. The 
final decision, however, is made by the property owner. 


Common types of coverage available to income property owners and managers include the 
following: 


E Fire and hazard. Fire insurance policies provide coverage against direct loss or damage to 
property from a fire on the premises. Standard fire coverage can be extended to include 
other hazards, such as windstorm, hail, smoke damage, or civil insurrection. 


E Flood. Flood insurance is always a separate policy from home, rental, or building 
insurance policies. A flood insurance policy is available to any property located in a 
community participating in the National Flood Insurance Program (NFIP). It covers 
flooding caused by heavy rains, melting snow, inadequate drainage systems, or failed 
levees or dams. Consult www.fema.gov/national-flood-insurance-program. 


E Consequential loss, use, and occupancy. Also known as loss of rent or business interruption 
insurance, consequential loss insurance covers the results of a disaster. Consequential loss 
can include the loss of rent or revenue to a business that occurs if the business's property 
cannot be used. 


E Contents and personal property. This type of insurance covers building contents and 
personal property during periods when they are not actually located on the premises. 


= General liability. General liability insurance covers the risks an owner assumes whenever 
the public enters the building. A claim paid under this coverage is used for medical 
expenses incurred by a person who is injured in the building or on the property as a result 
of the owner’s negligence. Claims for medical or hospital payments for injuries sustained 
by building employees hurt in the course of their employment are covered by state laws 
known as workers’ compensation acts. 


E Casualty, Casualty insurance policies include coverage against theft, burglary, vandalism, 
and machinery damage, as well as health and accident insurance. 


E Surety bonds. Surety bonds cover an owner against financial losses resulting from an 
employee’s criminal acts or negligence while performing assigned duties. 


Many insurance companies offer multiperil policies for apartment buildings. Such a policy 
offers an insurance package that includes standard types of commercial coverage, such as fire, 
hazard, public liability, and casualty. Special coverage for terrorism, earthquakes, and floods is 
also available. Remember that flood insurance is always a separate policy. 


Condominium associations carry insurance on all the common elements, and cooperatives carry 
insurance on the building. Condominium owners and proprietary lease owners must carry 
their own casualty and liability insurance, as well as insurance to cover the destruction of their 
unit’s contents by fire or other hazard. If condominium owners rent out space to tenants, the 
tenants must carry their own personal property insurance. 


The property manager may also want to carry insurance to cover the management office and 
its contents, as well as professional malpractice claims. For example, a property manager may 
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want to consider purchasing errors and omissions (E&O) insurance to protect against any 
financial management mistakes. 


Insurance claims 


Two methods are used to determine the amount of a claim under an insurance policy. One 
method considers the depreciated or actual cash value of the damaged property; the property 
is not insured for what it would cost to replace it but rather for what it was originally worth, 
less the depreciation in value that results from use and the passage of time. The other method 
considers current replacement cost—the building or property is insured for what it would 

cost to rebuild or replace today. When purchasing insurance, the property manager must 

act on the owner’s decision as to whether the property should be insured at full replacement 
cost or at depreciated cost. Full replacement cost coverage is generally more expensive than 
depreciated cost coverage. 


As with homeowners insurance policies, commercial policies include coinsurance clauses that 
require the insured to carry fire coverage, usually in an amount equal to 80% of a building’s 
replacement value. 


Property managers can encounter legal issues with insurance claims. For example, if the 

8 8 P 
property owner is not available to file an insurance claim, the property manager must have 
proper authorization, such as a power of attorney. 
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KEY POINT REVIEW 


A property manager, whether an individual or a company, acts as the general agent of the 
investment property owner in administering the property to achieve the objectives of the 
owner, generate income, and preserve and/or increase the property’s value. 


Property management functions may require a real estate or property management license, as 
provided by state law. 


Property managers may undertake asset management by helping the owner to decide 
the type of real estate in which to invest (residential or commercial), the best property 
to purchase, the financial resources necessary to fund the purchase, and the best time to 


dispose of the property. 


A leasing agent is usually a state-licensed real estate professional working as an independent 
contractor or property manager on a commission basis. 


A corporate property manager is usually an employee of the corporation. 


A management plan and management agreement should define the expectations and 
responsibilities of the parties. 


A cash flow report will summarize income and expenses. 


Periodic profit and loss statements provide general financial information. Net profit is 
determined by computing gross receipts, then subtracting operating expenses and interest 
paid on a mortgage loan. A budget comparison statement compares actual results with the 
original budget. 


Rents typically are determined at a monthly rate per unit for residential property and at a 
monthly rate per square foot for commercial property. 


A building manager selects tenants while complying with all applicable federal, state, and 
local fair housing, antidiscrimination, and equal opportunity laws. 


Commercial tenant considerations typically include the suitability of the building in terms 
of size, location, and amenities; compatibility of the prospective tenant with the building and 
other tenants; and the availability of space for expansion, if necessary. 


Adequate property maintenance includes preventive maintenance, timely repairs or corrective 
actions, and the routine activities that help preserve the property and enhance its desirability 
to tenants. 


The environmental concerns that require the attention of the property manager include 
the disposal of hazardous wastes, the lead-based paint disclosure for residential property 
constructed before 1978, building-related illness (BRI), and sick building syndrome 
(SBS). 


Federal laws affecting property management include the following: 
E Americans with Disabilities Act (ADA), which includes 


— Title I, which applies to employers with 15 or more employees and provides for 
employment of qualified job applicants, regardless of disability, with reasonable 
accommodations 


— Title III, which prohibits discrimination in commercial properties and public 
accommodations and requires that access to facilities and services be provided 
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when reasonably achievable in existing buildings, with a higher standard for new 
construction or remodeling 


E Equal Credit Opportunity Act (ECOA), which prohibits lenders from denying a loan 
based on a person’s race, color, religion, national origin, sex, marital status, age, or receipt 
of public assistance; additional protections may be added by state or local laws 


E Federal Fair Housing Act, which prohibits discrimination in the sale, rental, or financing 
of housing based on race, color, religion, national origin, sex, familial status, or disability; 
additional protected individuals may be added by state or local laws 


Risk management includes treatment of risk by deciding whether to avoid it, control it, 
transfer it, or retain it (ACTOR) and focuses on tenant security and types of insurance 
available. The renter’s insurance policy that covers the renter’s personal property is the HO-4 


policy 
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Which type of insurance coverage insures an 
employer against MOST claims for job-related 
injuries? 

A. Consequential loss 

B. Workers’ compensation 

C. Casualty 

D. Surety bond 


Avoid, control, transfer, or retain are the four 
alternative techniques of 

A. tenant relations. 

B. acquiring insurance. 

C. risk management. 

D. property management. 


Adaptations of property specifications to suit ten- 
ant requirements are 

A. tax-exempt improvements. 

B. tenant improvements. 

C. prohibited by most nonresidential leases. 

D. generally not a good idea. 


A guest slips on an icy apartment building stair 
and is hospitalized. A claim against the building 
owner for medical expenses may be paid un- 
der which of the following policies held by the 
owner? 

A. Workers’ compensation 

B. Casualty 

C. Liability 

D. Fire and hazard 


A management agreement will include 

A. all liens on the property. 

B. the property owner’s tax status. 

C. the extent of the manager’s authority. 
D. restrictions regarding ages of children. 


A property manager is offered a choice of three 
insurance policies with different deductibles. If 
the property manager selects the policy with the 
highest deductible, which risk management tech- 
nique is being used? 

A. Avoiding risk 

B. Retaining risk 

C. Controlling risk 

D. Transferring risk 


10. 


11. 


Asbestos, sick building syndrome (SBS), and lead- 

based paint are all examples of 

A. issues beyond the scope of a property 
manager’s job description. 

B. problems found only in newly constructed 
properties. 

C. issues that arise under the Americans with 
Disabilities Act (ADA). 

D. environmental concerns that a property 
manager may have to address. 


The manager of a commercial building has many 
responsibilities in connection with the operation 
and maintenance of the structure. The manager 
would normally be considered the agent of 

A. the building’s owner. 

B. the buildings tenants. 

C. both the owner and the tenants. 

D. neither the owner nor the tenants. 


Which of the following would be considered a 
variable expense when a manager develops an 
operating budget? 

A. Employee wages 

B. Utilities 

C. Building repairs 

D. Basic operating costs 


In MOST market areas, rents are determined by 
A. supply and demand factors. 

B. the local apartment owners’ association. 

C. HUD. 


D. a tenants’ union. 


An apartment complex is severely damaged by a 
tornado, making it uninhabitable. What type of 
insurance covers the landlord against the resulting 
loss of rent? 

A. Fire and hazard 

B. Liability 

C. Consequential loss, use, and occupancy 

D. Casualty 


12. A property manager hires a full-time maintenance 
person. While repairing a faucet in one of the 
apartments, the maintenance person steals some 
jewelry and the tenant sues the owner. The prop- 
erty manager could protect the owner against this 
type of loss by purchasing 
A. liability insurance. 

B. workers’ compensation insurance. 
C. asurety bond. 


D. casualty insurance. 


13. Residential leases are usually expressed as 
A. an annual or monthly rate per square foot. 
B. a percentage of total space available. 
C. a monthly rate per unit. 
D. an annual rate per room. 


14. A property manager repairs a leaking sink. This is 
classified as which type of maintenance? 
A. Preventive 
B. Corrective 
C. Routine 
D. Construction 


15. A property manager who enters into a management 
agreement with an owner is usually 
A. a special agent. 
B. a general agent. 
C. a universal agent. 
D. a designated agent. 


16. A statement sent to an owner that reflects the en- 
tire debt service as an expense is called 
A. a profit and loss statement. 
B. a cash flow report. 
C. a variable expense report. 
D. an operating budget statement. 


17. 


18. 


19. 


20. 
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An insurance policy package that includes standard 
commercial property coverage such as fire, hazard, 
public liability, and casualty is called what kind of 
policy? 

A. Coinsurance 

B. Multiperil 

C. Universal 

D. Surety 


Removing existing barriers when readily achievable 
in public buildings, such as adding Braille mark- 
ings to elevator buttons, is a requirement of which 
law? 

A. Fair Housing Act 

B. Equal Credit Opportunity Act 

C. Americans with Disabilities Act 

D. Regulation Z 


Title III of the Americans with Disabilities Act 
(ADA) impacts which type of property? 

A. Residential 

B. Industrial 

C. Commercial and public accommodations 
D. Privately owned 


In evaluating rental applications, it is important for 
the property manager to establish consistent crite- 
ria for acceptable debt and income ratios in order 
to be in compliance with 

A. federal antitrust laws. 

B. the Americans with Disabilities Act. 

C. Regulation Z. 

D. the Equal Credit Opportunity Act. 
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Land-Use Controls and 


Property Development 


LEARNING OBJECTIVES 


KEY TERMS 


OVERVIEW 


When you have completed this unit, you will be able to accomplish the following. 


Explain the concept of police power and the provisions under which it protects the public’s health, 
safety, and welfare. 

Explain zoning ordinances, permits, building codes, and property use. 

Describe the issues and regulations involved in subdivisions. 

Explain non-governmental (private) land-use restrictions: covenants, conditions, and restrictions 
(CC&Rs). 

Identify the advantages and disadvantages of investing in real estate. 

Describe the various laws and agencies which regulate land sales. 


vw 


vv v 


v v 


buffer zone density zoning plat map 

building code developer restrictive covenants 

certificate of occupancy enabling acts subdivider 

comprehensive plan Interstate Land Sales Full subdivision 

conditional-use permit Disclosure Act (ILSA) variance 

covenants, conditions, nonconforming use zoning ordinances 
and restrictions (CC&Rs) planned unit 

deed restrictions development (PUD) 


In most areas of the United States, local governments have developed comprehensive 
planning that restricts how land may be used, with the goal of orderly and planned growth. 
Real estate professionals must be knowledgeable about local land-use restrictions in order to 
avoid showing a buyer a property that is not suitable for the buyer’s intended commercial or 
residential use. 
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The buyer of a home within a subdivision or planned unit development that is subject to 

a residential community association will also be subject to limitations that appear in the 
property deed or specific rules that are created and enforced by the association. An individual 
parcel of real estate may be subject to restrictions that a prior owner has included in the deed 
or a document that has been made part of the property’s chain of title. 


‘There are advantages and disadvantages to investing in real estate, but making use of leveraged 
funds to benefit from property appreciation tends to make it a desirable choice for many 
investors. 


LAND-USE CONTROLS 


www.nass.usda.gov/ 
AgCensus 


Learning Objective: Explain the concept of police power and the provisions under 
which it protects the public’s health, safety, and welfare. 


Land use is controlled through public and private limitations as well as through the direct 
ownership of land by federal, state, and local governments. According to the U.S. Department 
of Agriculture (USDA), more than 60% (1.35 billion acres) of the total 2.3 billion acres of 
land area in the United States is privately owned. The federal government owns more than 
29% of the land, over a third of which is in Alaska, while state and local governments own 
about 9%, and about 3% is Indian trust land. These percentages change very little over time. 


‘The percentage of foreign-owned U.S. land has changed, however. As of 2016, about 1% 
of all U.S. land and 2.2% of U.S. farmland, an area about the size of the state of Ohio, was 
in foreign ownership. The USDA releases reports on land use on a regular basis. The 2017 
Census of Agriculture was released on April 11, 2019, and can be found at www.nass.usda 
.gov/AgCensus. 


Here, you will learn how property development and use is regulated at every level. 


Government ownership 


Government-owned land is used for national parks and forests, military bases, federal 
office buildings, schools, museums, state parks, government buildings, and municipal 
parks and buildings, as well as streets, highways, and bridges. Beyond direct ownership of 
land, government controls on property use range from regulation of the use and disposal 
of hazardous materials by the federal government to the design, construction, and type of 
buildings that are permitted at the local level. 


The police power of government is the source of its authority to create regulations needed 

to protect the public’s health, safety, and welfare. Through enabling acts, states delegate to 
counties and local municipalities the authority to enact ordinances in keeping with general 
laws. The degree to which governmental bodies seek to regulate land uses varies and is often 
a reflection of the priorities of local residents. While there may be little objection anywhere 
to regulations that control noise, air, and water pollution, the topic of population density (lot 
and building sizes) can elicit strong reactions. 


The comprehensive plan 


Local governments, municipalities, and counties establish development goals by creating 
a comprehensive plan. The comprehensive plan, also known as a master plan, is not a 


ZONING 
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regulatory document but a guide that tries to anticipate changing needs. The comprehensive 
plan usually is long term, perhaps 20 years or longer, and often includes (a) a general plan that 
can be revised and updated more frequently, (b) plans for specific areas, and (c) strategic plans. 
Systematic planning for orderly growth usually considers the following elements: 


E Land use—determining how much land may be proposed for residences, industries, 
businesses, agriculture, traffic and transit uses, utilities, community facilities, parks and 
recreational facilities, floodplains, and areas of special hazards 


E Housing needs of present and anticipated residents, including rehabilitation of declining 
neighborhoods, as well as new residential developments 


E Movement of people and goods, including highways and public transit, parking facilities, 
and pedestrian and bikeway systems 


= Community facilities and utilities such as schools, libraries, hospitals, recreational 
facilities, fire and police stations, water resources, sewerage, waste treatment and disposal, 
storm drainage, and flood management 


E Energy conservation to reduce energy consumption and promote the use of renewable 
energy sources 


The preparation of a comprehensive plan involves surveys, studies, and analyses of housing, 
demographic, and economic characteristics and trends. The plan typically is drafted by a 
planning commission and approved by the city council or other governing body following 

a period for public comment at hearings held for that purpose. A municipality’s planning 
activities may be coordinated with other government bodies and private interests to achieve 
orderly growth and development. 


A IN PRACTICE 
| | After the Great Chicago Fire of 1871 reduced most of the city’s downtown to rubble 


and ash, the city engaged planner Daniel Burnham to lay out a design for Chicago’s 
future. The resulting Burnham Plan of orderly boulevards linking a park along Lake 
Michigan with other large parks and public spaces throughout the city established 

an attractive and workable urban space. The plan is still being implemented today. 


Learning Objective: Explain zoning ordinances, permits, building codes, and 
property use. 


Zoning ordinances implement the comprehensive plan and regulate and control the use of 
land and structures within designated land-use districts, in part by separating conflicting land 
uses. If the comprehensive plan is the big picture, zoning provides the details that carry out 
the comprehensive plan. 


Although no nationwide and very few statewide zoning ordinances exist, the federal 
government and the states regulate land use through coastal management, environmental 
laws, and scenic easements. 

Zoning affects such things as 

E permitted uses of each parcel of land, 


E lot sizes, 


E types of structures, 
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www.pittsburghpa 
.gov/dep/zoning 
WWW 
.stlouiscountymo 
.gov 

WWW 
.portlandoregon 
.gov/bps/31612 


building heights, 
setbacks (the minimum distance from property boundaries that structures may be built), 
style and appearance of structures, 


density (the ratio of land area to structure area), and 


protection of natural resources. 


Zoning ordinances should conform to the comprehensive plan, but both must remain flexible 
to meet the changing needs of the population. Extensive information on how the zoning 
process works can be found at the websites for Pittsburgh, www.pittsburghpa.gov/dcp/zoning; 
St. Louis, www.stlouiscountymo.gov; and Portland, www.portlandoregon.gov/bps/31612. 


A IN PRACTICE 
| | The changing nature of the U.S. economy has resulted in areas of vacant factories 


and warehouses in many cities. Some cities have revised zoning ordinances to 
permit new residential or commercial developments in areas once zoned strictly 
for industrial use. Coupled with tax incentives, the changes have lured developers 
back into the cities. The resulting housing is often stylishly contemporary, 
conveniently located, and affordable. In some cities, rundown waterfront areas 
have become attractive recreational spaces that revitalize surrounding commercial 
and residential areas. 


Zoning classifications 


Zoning ordinances have traditionally designated land for residential, commercial, industrial, 
and agricultural uses. These land-use areas are further divided into subclasses. For example, 
a residential area may be subdivided to provide for detached single-family dwellings, 
semidetached structures containing not more than four dwelling units, lowrise apartment 
buildings without elevators (walkups), and highrise apartment buildings. 


A planned unit development (PUD) is a development where land is set aside for mixed-use 
purposes, such as residential, commercial, and public areas. Zoning regulations may be 
modified for PUDs. PUDs tend to also be heavily regulated by private restrictions, including 
limitations on building design, materials, landscaping, and use. 


Zoning ordinances 


To meet both the growing demand for a variety of housing types and the need for innovative 
residential and nonresidential development, municipalities have adopted ordinances for 
subdivisions and planned residential developments. Some municipalities also use buffer 

zones to ease the transition from one use to another. A buffer zone is typically a strip of 

land separating land dedicated to one use from land dedicated to another use. For example, 
landscaped parks, playgrounds, and hiking trails may be used to screen residential areas from 
nonresidential zones. Certain types of zoning that focus on special land-use objectives are used 
in some areas. These include 


m bulk zoning to control density and avoid overcrowding by imposing restrictions such as 
setbacks, building heights, and percentage of open area or by restricting new construction 
projects; 
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E aesthetic zoning to specify certain types of architecture for new buildings in new 
communities as well as historic districts; and 


E incentive zoning to ensure that certain uses are incorporated into developments, such as 
requiring the street floor of an office building to house retail establishments. 


Constitutional issues 


Zoning can be a highly controversial issue and often raises questions of constitutional law. 
The Fourteenth Amendment to the U.S. Constitution prevents the states from depriving 
“any person of life, liberty, or property, without due process of law.” The ongoing question 
is: How can a local government enact zoning ordinances that protect the public safety and 
welfare without violating the constitutional rights of property owners? Due process of law 
means that citizens can discuss zoning ordinances before they are enacted in public hearings. 
Those affected by the proposed change are provided notice of such hearings and have the 
opportunity to attend and be heard. 


Any land-use legislation that is destructive, unreasonable, arbitrary, or confiscatory usually 
is considered void. Furthermore, zoning ordinances must not violate the various provisions 
of the state’s constitution. Commonly applied tests in determining the validity of ordinances 
require that 


E power be exercised in a reasonable manner; 
E provisions be clear and specific; 

E ordinances be nondiscriminatory; 
| 


ordinances promote the public health, safety, and general welfare under the government's 
police power; and 


E ordinances apply to all property in a similar manner. 


Is a zoning restriction ever an unconstitutional taking that entitles a property owner to 
compensation for a resulting loss in property value? Unlike the loss of ownership that occurs 
when title to property is taken, zoning leaves title in the landowner but limits the owner's 

use of the property. On June 23, 2017, the U.S. Supreme Court decided the case of Murr v. 
Wisconsin by refusing to grant any relief to the property owner in the form of compensation 
for a diminution in the property’s value created by a state law. The inheritors of two adjoining 
but separately titled and separately taxed parcels were prohibited from building a structure on 
one of the parcels because there was already a structure on the other parcel and the two parcels 
were under the same ownership. 


Zoning permits 


Compliance with zoning can be monitored by requiring that a property owner obtain a 
permit before beginning any development. A permit will not be issued unless the proposed 
development conforms to the permitted zoning, among other requirements. A zoning permit is 
usually required before a building permit will be issued. 


Nonconforming use 


Frequently, a lot or an improvement does not conform to the zoning use because it existed 
before the enactment or amendment of the zoning ordinance. Such a nonconforming use 
may be allowed to continue legally as long as it complies with the regulations governing 

nonconformities in the local ordinance, until the improvement is destroyed or torn down, 
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A conditional-use 
permit allows a 
nonconforming but 
related land use. 


A variance permits 
a prohibited land 
use to avoid undue 
hardship. 


or until the current use is abandoned. If the nonconforming use is allowed to continue 
indefinitely, it is considered to be grandfathered into the new zoning. 


Real estate professionals should never assume, nor allow their clients to assume, that an 
existing nonconforming use will be allowed to continue. A prospective buyer should verify 
with the local zoning authorities the conditions under which the use is allowed to remain or 
whether changes are permitted. 


A IN PRACTICE 
Under a city’s original zoning ordinances, a small grocery store was well within 
a commercial zone. When the zoning map was changed to accommodate an 
increased need for residential housing, the grocery store was grandfathered into 
the new zoning. 


Zoning hearing board 


Most communities have a zoning hearing board (or zoning board of appeal) to hear testimony 
about the effects a zoning ordinance may have on specific parcels of property. A petition for 
an exception to the zoning law may be presented to the appeals board, as described next. 


Variances and conditional-use permits 


Once a plan or zoning ordinance is enacted, property owners and developers know what they 
can and cannot do on their property. Nevertheless, a property owner may want to use the 
property in a way that differs to some degree from what the zoning would allow. Generally, 
the property owner in such a situation may request either a conditional-use permit or a variance 
to allow a use that does not meet current zoning requirements. 


A conditional-use permit (also known as a special-use permit) may be granted to a property 
owner to allow a special use of property that is defined as an allowable conditional use 

within that zone, such as a house of worship or daycare center in a residential district. For a 
conditional-use permit to be appropriate, the intended use must meet certain standards set by 
the municipality. 


A variance will provide relief if a zoning regulation deprives an owner of the reasonable use of 
the property. To qualify for a variance, the owner must demonstrate the unique circumstances 
that make the variance necessary. In addition, the owner must prove that the regulation 

has caused harm or created a burden. A variance might also be sought to provide relief if 

an existing zoning regulation creates a physical hardship for the development of a specific 
property. For example, if an owner's lot is level next to a road but slopes downward steeply 

35 feet away from the road and the setback specified in the zoning ordinance is 40 feet, the 
zoning board may allow a variance so the owner can build closer to the road than the setback 
allows. 


Both variances and conditional-use permits are issued by zoning boards only after public 
hearings. Owners of nearby properties must be given an opportunity to voice their opinions. 


A property owner also can seek a change in the zoning classification of a parcel of real estate 
by obtaining an amendment to the district map or zoning ordinance for that area; that is, 
the owner can attempt to have the zoning changed to accommodate an intended use of the 


property. 
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BUILDING CODES AND CERTIFICATES OF OCCUPANCY 


www.iccsafe.org 


Most municipalities have enacted ordinances to specify construction standards that must be 
met when repairing or erecting buildings. These are called building codes, and they set many 
requirements for such things as materials and standards of workmanship, sanitary equipment, 
electrical wiring, and fire prevention. Not all building codes are local. Florida has adopted a 
statewide building code as a way to help protect properties against the massive destruction 
caused by hurricanes. California requires specific building standards to help protect structures 
and fixtures from damage that can be caused by earthquakes. Many jurisdictions have adopted 
the International Building Code that was developed by the International Code Council, www 
.iccsafe.org, and is regularly reviewed and updated. 


Permits 


A property owner who wants to build a structure or alter or repair an existing building usually 
must obtain a building permit. Through the permit requirement, municipal officials are 

made aware of new construction or alterations and can verify compliance with building codes 
and zoning ordinances. An inspector will closely examine the plans and conduct periodic 
inspections of the work to ensure that the construction complies with relevant ordinances and 
codes. Once the completed structure has been inspected and found satisfactory, the building 
official will issue a certificate of occupancy or occupancy permit. 


The certificate of occupancy indicating that the property is suitable for habitation must 

be issued before anyone moves in and usually before a lender will allow closing. Most 
municipalities allow for transfer of property ownership without the need to comply with 
the most current building codes. The exceptions are usually for safety reasons, such as 

the California requirement that a water heater be strapped in place for protection in an 
earthquake. Federal regulations may also be applicable, such as the design and construction 
requirements of the Americans with Disabilities Act (ADA). 


If the construction of a building or an alteration violates a deed restriction, the issuance of 
a building permit will not cure this violation. A building permit is merely evidence of the 
applicant’s compliance with municipal regulations. 


Similarly, communities with historic districts, or those that are interested in maintaining a 
particular look or character, may have aesthetic ordinances. These laws require that all new 
construction or restorations be approved by a special board. The board ensures that the new 
structures will blend in with existing building styles. Owners of existing properties will need 
to obtain approval to have their homes painted in a different color scheme or remodeled. 


A IN PRACTICE 
| | The subject of planning, zoning, and restricting the use of real estate is extremely 


technical, and the interpretation of the law is not always clear. Questions 
concerning any of these subjects in relation to real estate transactions should be 
referred to legal counsel. The prospective property owner should also be aware of 
the costs for various permits. 
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SUBDIVISION 


A subdivider seg- 
ments land into 
parcels. 


A developer 
constructs improve- 
ments on subdi- 
vided parcels. 


Learning Objective: Describe the issues and regulations involved in subdivisions. 


Most communities have adopted subdivision and land development ordinances as part of 
their comprehensive plans. Just as no national zoning ordinance exists, no uniform planning 
and land development legislation affects the entire country. Laws governing subdividing and 
land planning are controlled by the state and local governing bodies where the land is located. 
Rules and regulations developed by state agencies may provide certain minimum standards. 
Many local governments have established standards that are higher than the minimum 
standards. 


Subdivider and developer 


A subdivider is a person who buys undeveloped acreage and divides it into smaller lots for 
sale to individuals or developers or for the subdivider’s own use. A subdivision ordinance will 
include provisions for submitting and processing a proposed subdivision. A developer, who 
may also be a subdivider, improves the land, constructs homes or other buildings on the lots, 
and sells them. Developing is generally a more extensive activity than subdividing. 


Land development plan 


Before the actual subdividing can begin, the subdivider must go through the process of 

land planning. The resulting land development plan must comply with the municipality’s 
comprehensive or master plan. Although comprehensive plans and zoning ordinances are not 
necessarily inflexible, a plan that requires a change to either must undergo a long, expensive, 
and frequently complicated process that will include public hearings and action by multiple 
governing bodies. 


Subdivision plan 


In plotting out a subdivision according to local planning and zoning controls, a subdivider 
determines the size as well as the location of the individual lots. The maximum or minimum 
size of a lot is generally regulated by local ordinances and must be considered carefully. Most 
subdivisions are laid out by use of lots and blocks. An area of land is designated as a block, 
with the area making up the block then divided into individual building lots. 


The land itself must be studied, usually in cooperation with a surveyor, so that the subdivision 
takes advantage of natural drainage and land contours. A subdivider should provide for utility 
easements, as well as easements for water and sewer mains. A developer is often required to 
submit an environmental impact report with the application for subdivision approval. This 
report explains what effect the proposed development will have on the surrounding area. 


One negative aspect of subdivision development is the potential for increased tax burdens 

on all residents, both inside and outside the subdivision. To protect local taxpayers against 

the costs of a heightened demand for public services, many local governments strictly 

regulate nearly all aspects of subdivision development and may impose impact fees. Impact 
fees are charges made in advance to cover anticipated expenses involving off-site capital 
improvements, such as additional water and sewer facilities, new roads, and school expansions. 
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Plat map 


From the land development and subdivision plans, the subdivider draws the plat map. A plat 
map is a detailed map illustrating the geographic boundaries of individual lots. The plat map 
shows the lots, blocks, sections, streets, public easements, and monuments in the prospective 
subdivision. The plat map may also include engineering data and restrictive covenants. The 
plat map must be approved by the municipality before it can be recorded. Once a plat map 

is properly recorded, it may be used to describe the individual parcels of real property. A 
metes-and-bounds or government survey system description will pinpoint the location of the 
subdivision plat map on the surface of the earth, which will become part of its description. 


Subdivision density 


Zoning ordinances typically dictate minimum lot sizes, as well as population density 
requirements for subdivisions and land developments. For example, a zoning restriction may 
set the minimum lot area on which a subdivider can build a single-family housing unit at 
10,000 square feet. This means that the subdivider can build four houses per acre (43,560 + 
10,000 = 4.36 or 4 lots]. Many zoning authorities establish special density zoning standards 
for certain subdivisions. Density zoning ordinances restrict the average maximum number 
of houses per acre that may be built within a particular subdivision. Regardless of lot size 

or number of units, the subdivider will be in compliance with the ordinance as long as the 
average number of units in the development, called its gross density, remains at or below the 
maximum density allowed. 


In response to the need for housing and the lack of suitable undeveloped land, many 
communities now allow and promote the addition of an accessory dwelling unit (ADU) on a 
single-family residential lot. This means that a permit could be issued for a garage conversion 
or construction of a separate livable space. 


PRIVATE LAND-USE CONTROLS 


Learning Objective: Explain non-governmental (private) land-use restrictions: 
covenants, conditions, and restrictions (CC&Rs). 


Not all restrictions on the use of land are imposed by government bodies. As already 
mentioned, certain restrictions to control and maintain the desirable quality and character 
of a property or subdivision may be created by private parties, including the property owners 
themselves. These restrictions are separate from and in addition to the land-use controls 
exercised by the government, but a private restriction cannot violate a federal, state, or local 
law. Any restriction that would attempt to do so would be void. 


Deed restrictions are limitations to the use of property imposed by a past owner or the 
current owner by inclusion in the deed to the property and are binding on future grantees. 


Restrictive covenants 


Like deed restrictions, restrictive covenants or covenants, conditions, and restrictions 
(CC&Rs), are private rules set up by the developer that establish standards for all the parcels 
within the defined subdivision or PUD. The developer’s restrictions may be imposed through 
a covenant in the deed or by a separate recorded declaration that is referenced in the deed. 
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CC&Rs typically govern the type, height, and size of buildings that individual owners can erect, 
as well as land use, architectural style, construction methods, setbacks, and square footage. 
CC&Rs are enforced by the homeowners association (HOA) that is set up by the developer and 
turned over to the homeowners when a specified number of properties has been sold. 


Unlike most deed restrictions, many CC&Rs have time limitations; for example, a restriction 
might state that it is “effective for a period of 25 years from this date.” After the specified 
time, the restriction becomes inoperative or it may be extended if approved by the required 
number of owners. The rules of the HOA may also allow a specified number of homeowners 
to change a CC&R. 


Restrictive covenants are usually considered valid if they are reasonable restraints that benefit 
all property owners in the subdivision; that is, they protect property values or safety. Ifa 
restriction is too broad, it may be construed as preventing the free transfer of property. If a 
restrictive covenant or condition is judged unenforceable by a court, the estate will stand free 
from the invalid covenant or condition. A restrictive covenant, just as with a deed restriction, 
cannot be used for an illegal purpose, such as the exclusion from a subdivision of members of 
certain races, nationalities, or religions. 


Private land-use controls may be more restrictive of an owner’s use than the local zoning 
ordinances. The rule is that the more restrictive of the two takes precedence. For example, 
local zoning ordinances may not address the use of a shed on a residential lot, but the CC&Rs 
in a particular subdivision may prohibit sheds, which means that a property owner in that 
subdivision may not place a shed on the property. 


Private restrictions can be enforced in court when one lot owner or the HOA applies to the 
court for an injunction to prevent another lot owner from violating the recorded restrictions. 
‘The court injunction will direct the violator to stop or remove the violation. The court retains 
the power to punish the violator for failing to obey. If another lot owner or the HOA fails to 
take prompt action while a violation is occurring, the right to an injunction can be lost. The 
court might state that the right was lost through /aches—that is, the legal principle that a right 
may be lost through undue delay or failure to assert it. 


A IN PRACTICE 

A real estate professional should consider inserting a contingency in a purchase 
contract whenever there is doubt about any public or private restrictions which 
may exist, especially when knowing this information is important to the buyer. 
Real estate professionals must also be careful to stay informed about publicized 
changes in zoning so that a misrepresentation charge cannot later be made against 
the real estate professional who “knew or should have known” this information. 


REAL ESTATE INVESTMENT 


Learning Objective: Identify the advantages and disadvantages of investing in real 
estate. 


Real estate has always been an important part of an investment portfolio. As with any 
investment, real estate requires careful consideration of both its advantages and disadvantages. 
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Advantages of real estate investment 


Rate of return 


Over time—say, 10 to 20 years or more—a real estate investment typically shows an 
above-average (or even high) rate of return. In some parts of the country, an impressive return 
can be received even after a relatively short period of ownership. In theory, this means that an 
investor can use borrowed money to finance a real estate purchase and feel relatively sure that 
the asset, if held long enough, will return a profit, even after accounting for the cost to finance 
the purchase. 


Control 


Real estate investments also offer more immediate advantages. Real estate offers investors more 
control over their investments than other options, such as stocks, bonds, or other securities. 
The real estate marketplace consists of buyers and sellers who deal directly with each other. 


Appreciation 


Real estate is an avenue of investment open to those interested in holding property primarily 
for increasing value, known as appreciation. During a period of inflation, of course, the value 
of all property will rise, but so will the costs of maintaining the property. The intrinsic value 
of real estate is the result of individual choices and preferences for a given geographic area. 
Residential property in a pleasant neighborhood near employment, shopping, and amenities, 
will tend to retain and increase in value. Commercial property located close to transportation, 
suppliers, and a source of employees will also tend to increase in value. 


Equity buildup 


The amount invested in a property is the owner's equity. If the property is financed, the 

only equity at first is the amount paid as a down payment. As the owner pays down the 
amount owed by regular payments, however, and if the payments include payment of part 

of the principal owed on the loan, that principal increases the owner’s equity in the property. 
Appreciation, too, will result in equity buildup as the value of the property increases. 
Accumulated equity is not realized as cash unless a property is sold or refinanced. Equity may 
be lost if a property’s value decreases due to economic conditions or a natural disaster, even if 
the property is not sold. 


Leverage 


Leverage is the use of borrowed money to finance an investment. It can be a way to benefit from 
the potential for increased income from a relatively small initial outlay. As a rule, an investor can 
receive a maximum return from an initial investment by making a small down payment, paying a 
low interest rate, and spreading mortgage payments over as long a period as possible. 


The risk of an investment is directly proportional to leverage. A high degree of leverage 
translates into greater risk for the investor, as well as for the lender, because of the high ratio 
of borrowed money to the value of the property. Lower leverage results in less risk. When 
property values drop, for whatever reason, the highly leveraged investor may be unable to pay 
even the financing costs of the property. 
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Tax benefits 


Income tax laws change frequently, and some tax advantages of owning investment real estate 
are altered periodically by Congress. An investor can make a more educated and profitable 

real estate purchase with professional tax advice. The Internal Revenue Service (IRS), www 
.irs.gov, is the best place to start for federal tax information. State and local taxing authorities 
offer different tax incentives (and disincentives) to investors and information should be sought 
from those sources, as well. The following are some of the current federal tax benefits available 
to investors. 


Depreciation, or cost recovery, allows an investor to recover the cost of an income-producing 
asset through tax deductions over the asset’s useful life. Though investors rarely purchase 
property without expecting it to appreciate over time, the tax laws recognize that all physical 
structures deteriorate and lose value over time. Land is not considered a depreciating asset. 


Capital gain is the difference between the purchase price of property and its net selling 

price. A property’s cost, or basis, determines the amount of gain to be taxed. The investor's 
initial cost of the property may be increased by physical improvements made to the property, 
which will add to the property’s tax basis. On the other hand, the amount of any depreciation 
claimed as a tax deduction is subtracted from the basis, resulting in the property’s adjusted 
basis for tax purposes. When the investor sells the property, the amount by which the sales 
price exceeds the property's adjusted basis is the capital gain. 


One way to avoid federal taxation on a capital gain is to exchange the investment property for 
one of the same value. The tax that would have been owed if a sale had occurred is deferred 
until the property acquired in the exchange is sold. At present, there is no limit to the 
number of times that a property can be exchanged and taxation deferred. There are strict rules 
governing property exchanges, and failure to fully comply with the rules can mean the loss of 
the deferral. The law permitting tax-deferred exchanges is also subject to change as Congress 
considers ways to increase income to the federal treasury. 


Disadvantages of real estate investment 


Real estate investments are expensive. Large amounts of capital are usually required, even 
when financing is available. Investing in real estate is difficult without expert advice. 
Investment decisions must be based on careful study of all facts, reinforced by a thorough 
knowledge of real estate and how it is affected by the marketplace.! 


Liquidity 

Liquidity refers to how quickly an asset may be converted into cash. Unlike stocks and bonds, 
real estate is not highly liquid over the short term. An investor who holds stocks can easily 
direct a stockbroker to sell stocks when funds are needed. In contrast, a real estate investor 
may have to sell property at a substantially lower price than desired to bring about a quick 
sale. If market values are down, the investor who wants to refinance property to free up cash 
will have to settle for whatever the lender feels the market dictates. 


Active management 


Real estate requires active management. The investor may choose to personally manage the 
property or may hire a professional property manager, but management decisions still must 

be made. If the property has residential or commercial tenants, how much rent should be 
charged? Is the property and its management in compliance with all federal, state, and local 
laws? How should repairs and tenant grievances be handled? What is the long-term goal of the 
property owner? Is the property manager working to achieve that goal? 
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Risk 
Despite its popularity, a real estate investment does not guarantee profit. It involves a high 


degree of risk. The possibility that an investment property will decrease in value or not 
generate enough income to make it profitable is a factor that the investor must consider. 


REGULATION OF LAND SALES 


www.hud.gov 


Learning Objective: Describe the various laws and agencies which regulate land 
sales. 


Just as the sale and use of property within a state are controlled by state and local 
governments, the sale of property in one state to buyers in another state is subject to strict 
federal and state regulations. 


Interstate Land Sales Full Disclosure Act 


The U.S. Congress created the Interstate Land Sales Full Disclosure Act (ILSA) to prevent 
fraudulent marketing schemes that may arise when land is sold without being seen by the 
purchasers. The Act was amended by the Dodd-Frank Act in 2011 and its administration is 
now under the authority of the Consumer Financial Protection Bureau. A full copy of the 
revised law is at www.hud.gov. Under ILSA, the property seller is required to file a statement 
of record with CFPB before offering unimproved lots in interstate commerce by telephone 
or through the mail. The statement of record must contain numerous disclosures about the 


property. 


A developer is also required to provide each purchaser or lessee of property with a printed 
report before the purchaser or lessee signs a purchase contract or lease. The report must 
disclose specific information about the property, including the 


type of title being transferred to the buyer, 
number of homes currently occupied on the site, 
availability of recreation facilities, 


distance to nearby communities, 


utility services and charges, and 


E soil conditions and foundation or construction problems. 


If the purchaser or lessee does not receive a copy of the report before signing the purchase 
contract or lease, the consumer may have grounds to void the contract. 


‘The act provides a number of exemptions. For instance, it does not apply to subdivisions 
consisting of fewer than 25 lots or to those in which each lot is 20 acres or more. Lots offered 
for sale solely to developers also are exempt from the act’s requirements, as are lots on which 
buildings exist or where a seller is obligated to construct a building within two years. 


State subdivided land sales laws 


Many states have enacted their own subdivided land sales laws. Some affect only the sale to 
state residents of land located outside the state. Other states’ laws regulate sales of land located 
both inside and outside the state. These state land sales laws tend to be stricter and more 
detailed than the federal law. Real estate professionals should be aware of the law in their state, 
if any, and how it compares with federal law. 
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Unit 20 Land-Use Controls and Property Development 


KEY POINT REVIEW 


Land use is controlled and regulated through public restrictions, such as planning, zoning, 
building codes, and subdivision plans; private restrictions imposed by deed; and direct 
ownership of land by federal, state, and local governments. 


The police power of the state is its authority to create regulations to protect the public health, 
safety, and welfare. State enabling acts allow the state’s police power to be passed down to 
municipalities and other local governing authorities. A comprehensive plan (master plan) 
created by a local government usually covers land use, housing needs, movement of people 
and goods, community facilities and utilities, and energy conservation. 


Zoning ordinances are local laws implementing the land uses designated in the 
comprehensive plan and typically cover items such as permitted uses, lot sizes, types of 
structures, building heights, setbacks, style and appearance of structures, density, and 
protection of natural resources. 


Zoning classifies property by uses and types, such as commercial, industrial, residential, 
agricultural, and planned unit developments (PUDs). 


Other ways in which zoning is used include buffer zones separating residential from 
nonresidential areas, bulk zoning to control density, aesthetic zoning to specify certain 
types of architecture for new buildings, and incentive zoning to require certain uses in 
developments. 


Zoning is enforced through the use of permits. An individual case may be considered 

by a zoning hearing board (or zoning board of appeals), which may decide to allow a 
nonconforming use to continue, grant a variance from a zoning ordinance to permit a 
prohibited land use to avoid undue hardship, or grant a conditional-use permit (special-use 
permit). 


Building codes require permits for new construction and remodeling of or additions to 
existing construction. State and federal regulations may add additional requirements. 


A certificate of occupancy is issued upon satisfactory completion of work for which a 
building permit was issued. 


Subdivision and land development ordinances may be created by the state or may be made 
part of a local government’s comprehensive plan. A subdivider buys undeveloped acreage and 
divides it into smaller lots for sale to individuals or developers. A developer improves land 
and constructs homes or other buildings that are then sold. 


A plat map (subdivision map) shows geographic boundaries of separate land parcels, 
usually by showing blocks of land divided into individual lots. A subdivision plan describes 
subdivision features, including utility easements, in compliance with zoning and other laws. 


Private land-use controls include deed restrictions that are placed in a deed and the 
covenants, conditions, and restrictions (CC&Rs) placed or referenced in deeds to all 
property owners in a subdivision. 


Advantages of investing in real estate include a typically high rate of return, greater control 
over the investment than other options, property appreciation over time that leads to equity 
buildup, leveraging of funds to provide greater purchasing power, and the tax benefits of 
depreciation, deductions, the use of a property exchange to avoid taxation, and treatment of 
income from a property sale as capital gain. 
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Disadvantages of real estate as an investment include its lack of liquidity, so that it may take a 
long time to convert into cash, and the fact that it requires active management to make sure 
it is being managed properly. 


The federal Interstate Land Sales Full Disclosure Act (ILSA) regulates the interstate sale of 
unimproved lots in subdivisions of 25 or more lots of less than 20 acres each. The law does 
not apply to subdivisions sold solely to developers. State subdivision laws may also apply to 
sales within the state of subdivisions located either inside or outside the state. 


UNIT 20 QUIZ 


A subdivision declaration reads, “No property 
within this subdivision may be further subdivided 
for sale or otherwise, and no property may be 
used for other than single-family housing.” This is 
an example of 

A. a restrictive covenant. 

B. an illegal reverter clause. 

C. R-1 zoning. 

D. aconditional-use clause. 


A landowner who wants to use property in a 
manner that is prohibited by a local zoning ordi- 
nance but which would benefit the community 
can apply for which of the following? 

A. Conditional-use permit 

B. Prescriptive easement 

C. Occupancy permit 

D. Property allowance 


Private land-use controls include 

A. subdivision regulations. 

B. covenants, conditions, and restrictions. 
C. environmental protection laws. 

D. comprehensive plan specifications. 


Under its police powers, a municipality may 
regulate 

A. resident occupations. 

B. ethnicity of owners. 

C. building uses. 


D. familial status. 


The purpose of a building permit is to 

A. indicate the property is suitable for 
habitation. 

B. maintain municipal control over the amount 
of building. 

C. provide evidence of compliance with 
municipal regulations. 

D. show compliance with restrictive covenants. 


The use of borrowed money to finance an invest- 
ment is called 

A. leverage. 

B. appreciation. 

C. depreciation. 

D. capital gain. 


10. 


11. 


Another name for depreciation is 
A. cost recovery. 

B. leverage. 

C. capital gain. 

D. inflation. 


To determine whether a location can be put to 
future use as a retail store, one would examine 
A. the building code. 

B. the list of permitted nonconforming uses. 
C. the housing code. 

D. the zoning ordinance. 


A legal deed restriction can include 

A. allowable race of purchasers. 

B. types of buildings that may be constructed. 
C. citizen status of residents. 

D. disposition of buildings to be constructed. 


A restriction in a seller’s deed may be enforced by 
which of the following? 

A. Court injunction 

B. Zoning board of appeal 

C. City building commission 

D. State legislature 


A property owner owns a large tract of land. After 
an adequate study of all the relevant facts, the 
owner legally divides the land into 30 lots suitable 
for the construction of residences. In this situa- 
tion, the property owner is acting as 

A. asubdivider. 

B. a developer. 

C. a land planner. 

D. an urban planner. 


12. A map illustrating the sizes and locations of 


streets and lots in a subdivision is called 
A. a gridiron plan. 

B. a survey. 

C. a subdivision plat map. 

D. a property report. 


415 


416 
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14. 


15. 


16. 


17. 


18. 
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In one city, developers are limited by the zoning 
law to constructing no more than an average of 
three houses per acre in any subdivision. What 
does this restriction regulate? 

A. Clustering 

B. Gross density 

C. Out-lots 


D. Covenants 


Which of the following is a variance? 

A. An exception to a zoning ordinance 

B. A court order prohibiting certain activities 
C. A reversion of ownership 

D. A nullification of an easement 


Permitted land uses and set-asides, housing pro- 
jections, transportation issues, and objectives for 
implementing future controlled development 
would all be found in a community’s 

A. zoning ordinance. 

B. comprehensive plan. 

C. enabling act. 

D. land-control law. 


‘The difference between the cost basis of property 


and its net selling price is 
A. cost recovery. 

B. appreciation. 

C. leverage. 

D. capital gain. 


A plat for a proposed subdivision is submitted to 


A. the municipality. 

B. the property owners. 
C. the developer. 

D. the state. 


Restrictive covenants 
A. are no longer effective when the title is 


transferred. 

B. apply only until the developer has conveyed 
the title. 

C. can be removed by a court of competent 
jurisdiction. 


D. apply to and bind successive owners of the 
property. 


19. To protect the public from fraudulent interstate 
land sales, a developer involved in interstate land 
sales of 25 or more lots must 
A. provide each purchaser with a printed report 
disclosing details of the property. 

B. pay the prospective buyer’s expenses to see the 
property involved. 

C. provide preferential financing. 

D. allow a 30-day cancellation period. 


20. When is a certificate of occupancy issued? 

A. When the owner of a multifamily residential 
property wishes to limit the number of 
individuals who may live in a single unit 

B. At the time a property owner applies for a 
building permit 

C. After building construction work has been 
inspected and found satisfactory by the 
municipal inspector 

D. When an application for a variance or 
conditional-use permit has been granted by 
the zoning board 


UNIT 


Environmental Issues and 


the Real Estate Transaction 


LEARNING OBJECTIVES 
When you have completed this unit, you will be able to accomplish the following. 


KEY TERMS 


vw 
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vw 


vw 
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Identify the basic environmental hazards the real estate professional should be aware of for the 
protection of client interests as well as the personal risk of liability for nondisclosure. 

Describe groundwater, water table, and the provisions of the Safe Drinking Water Act. 

Describe the issues involved with underground storage tanks, and the associated legal 
requirements facing the property owner. 
Explain the regulation involved in the creation and operation of waste disposal sites and in the 


control of brownfields. 


List the various federal laws which protect the public from uncontrolled hazardous waste, and the 
liability issues facing those who violate any of these laws. 


Explain the responsibilities and duties of real estate professionals regarding environmental issues. 


asbestos 

brownfields 

carbon monoxide (CO) 

chlorofluorocarbons (CFCs) 

Comprehensive 
Environmental Response, 
Compensation, and Liability 
Act (CERCLA) 

encapsulation 

environmental impact 
statement (EIS) 


environmental site 
assessment (ESA) 

formaldehyde 

groundwater 

hydraulic fracturing (fracking) 

ead 

Lead-Based Paint Hazard 
Reduction Act (LBPHRA) 

mold 

polychlorinated biphenyls 
(PCBs) 

radon 


Small Business Liability 
Relief and Brownfields 
Revitalization Act 

Superfund Amendments and 
Reauthorization Act (SARA) 

underground storage tanks 
(USTs) 

urea-formaldehyde foam 
insulation (UFFI) 

water table 

wetlands 
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OVERVIEW 


Environmental issues are health issues, and health issues based on environmental hazards 

have become real estate issues. Although real estate professionals are not expected to have 

the technical expertise necessary to determine whether a hazardous substance is present on 

or near a property, they should be familiar with state and federal environmental laws and 

the regulatory agencies that enforce them. In that way, the real estate professional can alert a 
prospective purchaser to the need for authoritative information about hazardous substances in 
order to make an informed purchase decision. 


HAZARDOUS SUBSTANCES 


Learning Objective: Identify the basic environmental hazards the real estate 

§ VDJ 

professional should be aware of for the protection of client interests as well as the 
personal risk of liability for nondisclosure. 


Pollution and hazardous substances in the environment are of interest to real estate 
professionals because they affect the attractiveness, safety, desirability, and market value 
of cities, neighborhoods, and backyards. No one wants to live in a toxic environment. 
(See Figure 21.1.) You will see various references to the Environmental Protection Agency 
(EPA), www.epa.gov, which was created by Congress in 1970 to oversee many of the laws 
passed since then to protect and restore the environment. 


WED LEY Rules of the Department of Housing and Urban Development (HUD), www.hud.gov, also 
www.hud.gov come into play. 


Figure 21.1: Environmental Hazards 
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Unit 21 Environmental Issues and the Real Estate Transaction 419 


State laws are also of concern when discussing environmental hazards. A state-mandated 
disclosure about the condition of the property and any known environmental issues is 
usually required by a seller of property with one to four dwelling units. In the past, real estate 
professionals tended to accept seller-supplied disclosure forms without question, trusting that 
all was accurate and complete. Today that trust is risky business. In fact, some states impose 

a burden on the real estate professional to be aware of problems and ask questions. Similarly, 
real estate professionals should inform buyers of the need to ask and discover and not rely 

on disclosure forms as a warranty or guarantee. As a rule, sellers are to disclose what they 

are aware of, but buyers are put on notice of the responsibility to discover hazards they are 
concerned about. 


A IN PRACTICE 
| | It is important that real estate professionals and sellers provide property 


disclosures to prospective buyers when required by law. For example, in the 2003 
South Dakota case of Saiz v. Horn, homebuyers found substantial defects in the 
home they purchased. The buyers learned that the seller had in the past given 
prospective purchasers a disclosure statement revealing the property’s defects but 
had not provided it to the buyers. The court found that the real estate professional 
should have told the homebuyers that the sellers had a legal duty to provide them 
with a disclosure statement. 


Asbestos 


Asbestos is a fire-resistant mineral that was once used extensively as insulation and to 
strengthen other materials. A component of more than 3,000 types of building materials, 
asbestos was first used in the early 1900s and is found in most construction, including 
residential, built from the early 1940s until 1978, when its use was banned. The EPA 
estimates that about 107,000 primary and secondary schools and 733,000 public and 
commercial buildings have asbestos-containing materials (ACMs). 


Asbestos was used to cover pipes, ducts, and heating and hot water units. Its fire-resistant 
pip 8 

properties made it a popular material for use in floor tile, exterior siding, roofing products, 

linoleum flooring materials, joint compounds, wallboard material, backing, and mastics. 

Though some ACMs are easy to identify (e.g., older insulation around heating and water 

pipes), identifying asbestos may be more difficult when it is behind walls or under floors. 


Asbestos is highly friable, meaning that as it ages, asbestos fibers easily break down into tiny, 
very light filaments that stay in the air a long time when it is disturbed or exposed, as often 
occurs during renovation or remodeling. Those who have inhaled asbestos fibers often develop 
serious and deadly respiratory diseases decades later. While federal regulations establish 
guidelines for owners of public and commercial buildings to test for asbestos-containing 
materials, there are no guidelines regarding the presence of asbestos in residential properties. 


Because improper removal procedures may further contaminate the air within the structure, 
the removal process requires state-licensed technicians and specially sealed environments. The 
waste generated must be disposed of at a licensed facility, which further adds to the cost of 
removal. Encapsulation, or the sealing off of disintegrating asbestos, is an alternate method 
of asbestos control that may be preferable to removal in certain circumstances, provided 

the condition of the encapsulated asbestos is monitored periodically to make sure it is not 
disintegrating. 


420 


Unit 21 Environmental Issues and the Real Estate Transaction 


Www 


W.epa.gov/ 


asbestos 


WW 


w.epa.gov/lead 


Lead from paint or 


oth 


er sources can 


result in damage to 


the 


brain, nervous 


system, kidneys, 
and blood. Children 


you 


nger than six are 


par 


ticularly vulner- 


able. 


Only a certified asbestos inspector should perform an asbestos inspection of a structure 

to identify which building materials may contain asbestos. The inspector can also provide 
recommendations and costs associated with remediation. Buyers should be aware of where 
ACMs are located so that they are not disturbed during any repair, remodeling, demolition, or 
even routine use. Appraisers also should be aware of the possible presence of asbestos. 


More information on asbestos-related issues can be found at www.epa.gov/asbestos. Numerous 
publications that provide guidance, information, and assistance with asbestos issues are 
available. 


Lead-based paint and other lead hazards 


Although prohibited for use in housing as of 1978, lead has been used as a pigment and 
drying agent in alkyd oil-based paints, stains, and varnishes. Lead-based paint may be on 

any interior or exterior surface, but it is particularly common on doors, windows, and other 
woodwork, but can even be found in wallpaper. The federal government estimates that lead is 
present in about 75% of all private housing built before 1978; that’s approximately 57 million 
homes, ranging from apartments to mansions. Information on lead hazards and abatement 
can be found at www.epa.gov/lead. 


Children younger than six are the most vulnerable to damage from excessive lead levels, 
which can cause learning disabilities, developmental delays, reduced height, and poor 
hearing. Excessive exposure in adults can induce anemia and hypertension, trigger gallbladder 
problems, and cause reproductive problems in both men and women. 


Lead dust can be ingested from the hands of a crawling infant, inhaled by any occupant of 

a structure, or ingested from the water supply because of lead pipes or lead solder. Soil and 
groundwater may be contaminated by everything from lead plumbing in leaking landfills to 
discarded skeets and bullets from an old shooting range. High levels of lead have been found 
in the soil near waste-to-energy incinerators. 


In 1996, the EPA and HUD issued final regulations under the Lead-Based Paint Hazard 
Reduction Act (LBPHRA) of 1992, requiring disclosure of the presence of any known 
lead-based paint hazards to potential buyers or renters. The federal law does not require 
that anyone test for the presence of lead-based paint, however. Under later regulations, 
EPA imposed training and certification requirements, which took effect June 23, 2008, for 
renovators of certain property containing lead-based paint. 


The EPA now requires certain information from sellers, landlords, and renovators of 
residential dwellings built before 1978: 


E Landlords must disclose known information on lead-based paint and hazards before leases 
take effect. Leases must include a disclosure form regarding lead-based paint. 


m Sellers have to disclose known information on lead-based paint and hazards prior to 
execution of a contract for sale. Sales contracts must include a completed disclosure 
form about lead-based paint. (See Figure 21.2.) This is the form for sellers and is slightly 
different from the form for landlords. Real estate professionals should use EPA-written 
disclosure forms rather than creating their own forms. 


m Buyers must have up to 10 days to conduct a risk assessment or inspection for the 
presence of lead-based paint hazards. Buyer and seller can mutually agree in writing to 
lengthen or shorten that time period, or the buyer may waive the inspection. 


www.epa.gov/lead/ 
forms/lead-hotline 
-national-lead 
-information-center 
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Real estate professionals must provide buyers and lessees with “Protect Your Family from 
Lead in Your Home,” the pamphlet created by the EPA, HUD, and the U.S. Consumer 
Product Safety Commission. 


Anyone who is paid to perform work that disturbs paint in housing, schools, and child 
care facilities built before 1978 must be trained and certified in EPA lead-based work 
practices. This includes residential rental property owners/managers, general contractors, 
and special trade contractors (e.g., painters, plumbers, carpenters, electricians). The 
Renovation, Repair, and Painting (RR&P) program involves prerenovation education, 
including distribution of the pamphlet Renovate Right to the property owner before work 


commences. 
Real estate professionals must ensure that all parties comply with the law. 


Sellers, lessors, and renovators are required to disclose any prior test results or any 
knowledge of lead-based paint hazards. With only a very narrow exception, all real estate 
professionals (subagent, buyer’s representative, transaction facilitator) are required to 
advise sellers to make the required disclosures. Only buyer’s representatives who are paid 
entirely by the buyer are exempt. 


A IN PRACTICE 
| | The EPA and HUD are serious about enforcement of lead-based paint notification 


rules. No company is too big or too small to escape scrutiny. On September 28, 
2016, the EPA and the Department of Justice announced a settlement with Sears 
Home Improvement Products Inc. that resolved alleged violations of the Lead 
Renovation, Repair and Painting Rule for work performed by Sears’ contractors 
during home renovation projects across the country. In addition to paying a 
$400,000 civil penalty, Sears was required to implement a comprehensive, 
corporate-wide program to ensure that the contractors it hires to perform work 
minimize lead dust from home renovation activities. On October 17, 2016, the 
EPA announced a fine of $69,398 against a Portland, Oregon based remodeling 
firm, Hammer and Hand Inc., for failing to follow lead-safe work practices while 
renovating two older homes in Portland in 2015. 


A home can be inspected for lead hazards in the following ways: 


Paint inspection. A paint inspection will provide the lead content of every different type of 
painted surface in a home. This inspection will not indicate whether the paint is a hazard 
or how the homeowner should deal with it. 

Risk assessment. A risk assessment indicates whether there are any sources of serious lead 


exposure, such as peeling paint or lead dust. It also describes what actions can be taken to 


address the hazards. 


EPA guidance pamphlets, a list of professionals qualified to inspect or assess for lead-based 
paint, and other information about lead-based hazards are available from the National Lead 
Information Center at 800-424-5323 and www.epa.gov/lead/forms/lead-hotline-national-lead 
-information-center 
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Figure 21.2: Disclosure of Lead-Based Paint and Lead-Based Paint Hazards 


Disclosure of Information on Lead-Based Paint and/or Lead-Based Paint Hazards 


Lead Warning Statement 


Every purchaser of any interest in residential real property on which a residential dwelling was built prior to 1978 is 
notified that such property may present exposure to lead from lead-based paint that may place young children at risk 
of developing lead poisoning. Lead poisoning in young children may produce permanent neurological damage, 
including learning disabilities, reduced intelligence quotient, behavioral problems, and impaired memory. Lead 
poisoning also poses a particular risk to pregnant women. The seller of any interest in residential real property is 
required to provide the buyer with any information on lead-based paint hazards from risk assessments or inspections 
in the seller's possession and notify the buyer of any known lead-based paint hazards. A risk assessment or inspection 
for possible lead-based paint hazards is recommended prior to purchase. 


Seller's Disclosure 
(a) Presence of lead-based paint and/or lead-based paint hazards (check (i) or (ii) below): 


(i) Known lead-based paint and/or lead-based paint hazards are present in the housing 
(explain). 


(ii) Seller has no knowledge of lead-based paint and/or lead-based paint hazards in the housing. 
(b) Records and reports available to the seller (check (i) or (ii) below): 


(i) Seller has provided the purchaser with all available records and reports pertaining to lead- 
based paint and/or lead-based paint hazards in the housing (list documents below). 


(ii) Seller has no reports or records pertaining to lead-based paint and/or lead-based paint 
hazards in the housing. 


Purchaser's Acknowledgment (initial) 

(9 Purchaser has received copies of all information listed above. 

(d) Purchaser has received the pamphlet Protect Your Family from Lead in Your Home. 
(e) Purchaser has (check (i) or (ii) below): 


(i) received a 10-day opportunity (or mutually agreed upon period) to conduct a risk assess- 
ment or inspection for the presence of lead-based paint and/or lead-based paint hazards; or 


(ii) waived the opportunity to conduct a risk assessment or inspection for the presence of 
lead-based paint and/or lead-based paint hazards. 


Agent's Acknowledgment (initial) 


(f) Agent has informed the seller of the seller's obligations under 42 U.S.C. 4852(d) and is 
aware of his/her responsibility to ensure compliance. 


Certification of Accuracy 


The following parties have reviewed the information above and certify, to the best of their knowledge, that the 
information they have provided is true and accurate. 


Seller Date Seller 


Purchaser Date Purchaser 


Agent Date Agent 


www.epa.gov/radon 


www.epa.gov/ 
formaldehyde 


Unit 21 Environmental Issues and the Real Estate Transaction 423 


Radon 


Radon is a naturally occurring, colorless, odorless, tasteless, radioactive gas produced by the 
decay of other radioactive substances. Radon is measured in picocuries (a unit of radiation) 
contained in a liter of air (pCi/L). Radon is found in every state and territory with radon 
levels in the outdoor air averaging 0.4 pCi/L. Fans and thermal “stack effects” (i.e., rising hot 
air draws cooler air in from the ground through cracks in the basement and foundation walls) 
pull radon into buildings. 


The potential for developing lung cancer from exposure to radon is a function of the extent 
and the length of a person’s exposure to radon. Radon has been classified as a Class A known 
human carcinogen. Furthermore, smokers have a radon risk factor 15 times greater than 
nonsmokers. 


Because neither the EPA nor current scientific consensus has been able to establish a 
“threshold” safe level of radon exposure, the EPA suggests an “action” level of 4 pCi/L. The 
action level of 4 was chosen because 95% of the time, current technology can bring the level 
below 4, and 75% of the time, levels can be reduced to 2 pCi/L. A radon mitigation system is 
less expensive when installed during construction. Mitigation consists of removing the radon 
before it seeps into the house by means of a fan installed in a pipe running from the basement 
to the attic to draw the radon up and out. 


Home testing may be done with passive devices, such as alpha track detectors and a charcoal 
canister. Continuous monitors require electrical power and usually a trained technician. Test 
results are normally received within 10 days or so when using a passive device (immediately 
when using an electric continuous monitor). Although a 90-day testing period is most 
accurate, the EPA developed a 48-hour procedure that can be used in a real estate transaction. 


The 48-hour test can satisfactorily predict whether a home’s annual average is at or above 4 
pCi/L in 94% of cases. 


Because homes in many areas of the country require radon mitigation, before looking at 
properties, real estate professionals should discuss radon concerns with their buyers. Real 
estate professionals can direct buyers to www.epa.gov/radon for the Consumers Guide to Radon 
and additional information about testing and mitigation methods. 


Formaldehyde 


Formaldehyde, a colorless chemical with a strong, pronounced odor, is used widely in the 
manufacture of building materials and many household products because of its preservative 
characteristics. Often emitted as a gas, formaldehyde is one of the most common and 
problematic volatile organic compounds (VOCs) and is one of the few indoor air pollutants 
that can be measured. Formaldehyde was listed as a hazardous air pollutant in the Clean Air 
Act Amendments of 1990. Its use and effects are described at www.epa.gov/formaldehyde. 


Formaldehyde is classified as a “probable human carcinogen” (i.e., causing cancer in animals 
and probably in humans). For the 10 to 20% of the population that is “sensitive” to 
formaldehyde, formaldehyde may trigger respiratory problems (shortness of breath, wheezing, 
chest tightness, asthma), as well as eye and skin irritations (burning sensations in the eyes and 
throat). It is a major contributor to sick building syndrome (SBS) in commercial properties. 
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‘The largest source of formaldehyde in any building is likely to be the off-gassing from 
pressed-wood products made using adhesives that contain urea-formaldehyde (UF) 

resins. Pressed-wood products include particleboard, hardwood plywood paneling, and 
medium-density fiberboard. It is also used in carpeting and ceiling tiles. Since 1985, HUD 
has regulated the use of plywood and particleboard so that they conform to specified 
formaldehyde-emission levels in the construction of prefabricated homes and manufactured 
housing. The latest regulations that will be enforced by the EPA under the Formaldehyde 
Standards for Composite Wood Products Act enacted in 2010, went into effect on May 22, 
2017. More information can be found at www.epa.gov/formaldehyde. 


Urea-Formaldehyde Foam Insulation (UFFI), once popular, then banned, and now legal 
again, is rarely used. When incorrectly mixed, UFFI never properly cures, resulting in strong 
emissions shortly after installation. Studies have shown that formaldehyde emissions generally 
decrease over time, so homes where UFFI was installed many years ago are unlikely to still 
have high levels of formaldehyde unless the insulation is exposed to extreme heat or moisture. 
Real estate professionals should check their state’s property disclosure form to see whether 
UFFI must be disclosed. Appraisers should also be aware of the presence of formaldehyde. 


Carbon monoxide 


Carbon monoxide (CO) is a colorless, odorless, and tasteless gas that occurs as a by-product 
of burning fuels such as wood, oil, and natural gas, owing to incomplete combustion. 

Carbon monoxide is quickly absorbed by the body, where it inhibits the blood’s ability to 
transport oxygen, resulting in dizziness and nausea. As CO concentrations increase, the 
symptoms become more severe, and death may occur within a short time. According to the 
Consumer Product Safety Commission, www.cpsc.gov, more than 150 deaths from accidental 
non-fire-related carbon monoxide poisoning associated with consumer products occur in the 
United States each year. Thousands of other individuals require hospital emergency room care 
annually. Many cases arise from the use of portable generators in areas that have undergone a 
natural disaster. 


In addition to portable generators, furnaces, water heaters, space heaters, fireplaces, and 
wood stoves all produce CO as a natural result of their combustion of fuel. When these 
units are functioning properly and are properly ventilated, their CO emissions are not a 
problem. Improper ventilation or equipment malfunctions can allow large quantities of CO 
to be released into a residence or commercial structure in a very short amount of time. CO 
is a problem often encountered by property managers if tenants use kerosene heaters. More 
information is available at www.epa.gov. 


A IN PRACTICE 
| | Carbon monoxide detectors are available, sometimes in combination with smoke 


detectors, and their use is required in residential buildings in more than half of the 
states. Even if they are not, a property manager should discuss with the landlord 
the importance of installing a detector in any rental property that is equipped with 
an appliance or heater that might create a CO problem. Annual maintenance of 
heating systems also helps avoid CO exposure. 


Polychlorinated biphenyls 


Polychlorinated biphenyls (PCBs) consist of more than 200 chemical compounds that are 
not found naturally in nature. Flame resistant, they were often used in electrical equipment, 
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such as transformers, electrical motors in refrigerators, caulking compounds, and hydraulic 
oil in older equipment. The EPA has classified PCBs as reasonably carcinogenic, and these 
chemicals have been implicated in lower fertility and shortened life spans. Although the 
commercial distribution of PCBs was banned in 1979, PCBs remain in the environment 
because burning them at more than 2,400 degrees in a closed environment is the only known 
way to destroy them. 


PCBs are most likely a concern for commercial and industrial property managers. These 
managers should ask the local utility company to identify and remove any type of transformer 
that might be a source of PCBs. If the PCBs leak into the environment, penalties and removal 
methods are expensive. 


Chlorofluorocarbons 


Chlorofluorocarbons (CFCs) are nontoxic, nonflammable chemicals used as refrigerants 

in air conditioners, refrigerators, and freezers. CFCs are also used in aerosol sprays, paints, 
solvents, and foam-blowing applications. Although CFCs are safe in most applications and 
are inert in the lower atmosphere, once CFC vapors rise to the upper atmosphere, where they 
may survive from 2 to 150 years, they are broken down by ultraviolet light into chemicals that 
deplete the ozone layer. 


Global treaties have sought to reduce the production levels of CFCs. The manufacture of these 
chemicals ended for the most part in 1996, with exceptions for production in developing 
countries, medical products (e.g., asthma inhalers), and research. 


Although newer air conditioners use a different product, older appliances may leak CFCs and 
should be properly disposed of to prevent further leakage. A buyer’s representative may wish 
to advise the client to consider upgrading to newer, more energy-efficient and environmentally 
safe appliances. 


Only EPA-certified technicians should do any work on a refrigeration system, especially the 
larger systems found in commercial and industrial buildings. Approved equipment should 
carry a label reading, “This equipment has been certified by ARI/UL to meet EPA’s minimum 
requirements for recycling and recovery equipment.” 


Mold 


Mold can be found almost anywhere and can grow on almost any organic substance, as long 
as moisture, oxygen, and an organic food source are present. Moisture feeds mold growth. 

If a moisture problem is not discovered or addressed, mold growth can gradually destroy 
what it is growing on. In addition, some molds can cause serious health problems, including 
allergic reactions and asthma attacks. Some molds are known to produce potent toxins and/or 
irritants. 


Some moisture problems in homes and buildings have been directly linked to recent changes 
in construction practices. Some of these practices have resulted in buildings that are too 
tightly sealed, preventing adequate ventilation. Building materials, such as drywall, may not 
allow moisture to escape easily. The material used in drywall wicks moisture to the nutrition 
source of glue and paper. Vinyl wallpaper and exterior insulation finish systems (EIFS), also 
known as synthetic stucco, also do not allow moisture to escape. Other moisture problems 
include roof leaks, unvented combustion appliances, and landscaping or gutters that direct 
water to the building. 
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General mold information, as well as guidelines for the remediation and/or cleanup of mold 
and moisture problems in schools and commercial buildings can be found at www.epa.gov/ 
mold. 


www.epa.gov/mold 


Mold is an important issue for real estate professionals, particularly because homeowners 
insurance policies now generally exclude mold from coverage. Plaintiffs may name property 
sellers, landlords, property management companies, and real estate professionals as defendants 
in a case, in addition to construction and insurance companies. 


A IN PRACTICE 
n a 2005 Wisconsin case, Eddy v. B.S.T.V, Inc., a couple sued a real estate company 


for failing to disclose mold contamination in the home they purchased. The real 
estate company’s insurer refused to provide coverage, stating that the insurance 
policy had specific exclusion clauses that would not cover property damage 
arising out of a real estate professional’s failure to render professional services. 
The couple bringing the lawsuit alleged that the real estate professionals breached 
the real estate company’s professional-service responsibilities and that, therefore, 
the exclusions applied. The real estate company tried to argue that because its 
real estate agents were trained in identifying mold-related hazards, the claim did 
not fit the exclusion clause. The court did not agree, and the real estate company 
was held liable. The court held that the exclusion clauses in the policy prevented 
insurance coverage for the injuries. 


In light of this case and other court decisions on this topic, real estate companies and 
professionals find it difficult to know what to do when mold is suspected or found on a 
property. There are no federal requirements to disclose mold contamination at this time, and 
only a few states require disclosure. Real estate professionals should remind buyers that sellers 
cannot disclose what they do not know. Also, real estate professionals should advise buyers 
that they have not only the right but also the burden to discover the presence of mold. 


A IN PRACTICE 
Real estate professionals may need to take extra steps to protect themselves 


from liability. Those who suspect that mold is present in a home should ask 

many questions about leaks, floods, and prior damage and remind the sellers to 
honestly and truthfully disclose any insurance claims regarding mold and other 
water issues. Any conversation with a seller should be followed up with a summary 
of the conversation in writing, even if just an email, particularly if the seller says 
that there has never been any instance of water damage to the property and the 
real estate professional suspects that this is not the truth. Copies of all emails and 
other communications with the seller should be kept in the office’s records of the 
transaction, in case they are ever needed. 


GROUNDWATER PROTECTION 


Learning Objective: Describe groundwater, water table, and the provisions of the 
Safe Drinking Water Act. 


Groundwater, water that exists under the earth’s surface within the tiny spaces or crevices 
in geological formations, forms the water table, the natural level at which the ground is 


www.epa.gov/ 
hfstudy 


www.epa.gov/ 
wetlands 
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saturated. The water table may be several hundred feet underground or near the surface. 
When the earth’s natural filtering systems are inadequate to ensure the availability of pure 
water, any contamination of underground water threatens the supply of pure, clean water for 
private wells or public water systems. Numerous state and federal laws have been enacted to 
preserve and protect the water supply. 


Groundwater can be contaminated from a number of sources, including runoff from waste 
disposal sites, leaking underground storage tanks, septic systems, dry wells, and storm drains, 
as well as the illegal disposal of hazardous materials and regular use of insecticides and 
herbicides. Because water flows from one place to another, contamination can spread far from 
its source. Once the contamination has been identified, its source can be eliminated. Although 
the water may eventually become clean, the process can be time consuming and extremely 
expensive. 


The Safe Drinking Water Act 


The Safe Drinking Water Act (SDWA) was passed in 1974 (and amended in 1986 and 

1996) to protect public health by regulating the nation’s public drinking water supply. The 
SDWA authorizes the EPA to set national health-based standards for drinking water. The 
amendments strengthened the law by increasing source water protection, operator training, 
funding for water system improvements, and public information. For example, the EPA now 
requires that water suppliers report any health risk situation within 24 hours, instead of the 72 
hours mandated originally. One of the EPA’s recent concerns is the effect on groundwater of 
the byproducts produced by hydraulic fracturing (fracking), the process used to extract natural 
gas from the deep layers of rock in which it is embedded. A regularly updated report by the 
EPA can be found at www.epa.gov/hfstudy. In December 2016, the EPA issued the final 
Executive Summary of its ongoing investigation. 


Most property disclosure forms require sellers to identify the property’s water source, such as 
well water, municipal water supply, or some other source. Whatever its source, a property's 
water supply should be tested. Also, sellers are generally required to identify the type and 
location of any septic system used on the property because an incorrectly placed or poorly 
functioning system can contaminate the water source. 


A IN PRACTICE 
| | Real estate professionals should educate their sellers about full and honest 


disclosure concerning the property’s water supply and septic systems. Buyers 
should be educated about potential groundwater contamination sources both on 
and off a property. Real estate professionals should always recommend testing the 
water supply when it is not part of a municipal source. 


Wetlands protection 


The Federal Water Pollution Control Act of 1948 was amended in 1972 and is now known as 
the Clean Water Act. Under the authority of the Clean Water Act, the EPA is concerned with 
protecting and improving the quality of wetlands, areas where water covers the soil all or part 
of the time. Wetlands include swamps, marshes, bogs, and even wet meadows, river overflows, 
and mud flats, as well as natural ponds. They can be habitats for fish and wildlife and also 
serve as water storage as well as drainage areas. More information is available at www.epa.gov/ 
wetlands. 
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UNDERGROUND STORAGE TANKS 


www.epa.gov/rcra 


Learning Objective: Describe the issues involved with underground storage tanks, 
and the associated legal requirements facing the property owner. 


Underground storage tanks (USTs) are commonly found on sites where petroleum products 
are used or where gas stations and auto repair shops are or were located. They also may be found 
in a number of other commercial and industrial establishments, including printing and chemical 
plants, wood treatment plants, paper mills, paint manufacturers, dry cleaners, food processing 
plants, and chemical storage or process waste plants. Military bases and airports are also common 
sites for underground tanks. In residential areas, tanks can be used to store heating oil. 


Legal requirements 


The Resource Conservation and Recovery Act (RCRA) is the federal law that gives the EPA 
authority to develop a program for proper management of underground storage tanks, as well 
as hazardous and nonhazardous solid waste. Information on program requirements can be 
found at www.epa.gov/rcra. 


Federal and state laws impose strict requirements on a landowner whose property contains an 
underground storage tank. The regulations apply to tanks that contain hazardous substances 
or liquid petroleum products and that store at least 10% of their volume underground. Some 
states also have adopted laws regulating underground storage tanks that are more stringent 
than the federal laws. UST owners are required to register all tanks and adhere to strict 
technical and administrative requirements that govern 


E installation, 
maintenance, 
corrosion prevention, 


o 

E 

E overspill prevention, 
E monitoring, and 

E 


recordkeeping. 


Owners are also required to provide evidence of sufficient financial resources to cover any 
damage that might result from a leak. 

The following types of tanks are among those that are exempt from the federal regulations: 
E Tanks that hold less than 110 gallons 


E Farm and residential tanks that hold 1,100 gallons or less of motor fuel used for 
noncommercial purposes 


E Tanks that store heating oil burned on the premises 

E Tanks on or above the floor of underground areas, such as basements or tunnels 

m Septic tanks and systems for collecting storm water and wastewater 

Most seller property disclosures are required only for residential properties. Most of the 
problematic USTs are found in commercial and industrial properties, placing the duty of 


discovery squarely on the buyer. Because many of the older tanks have never been registered 
and exempt tanks are not required to be registered, real estate professionals and their buyers 
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should be particularly alert to the presence of fill pipes, vent lines, stained soil, and fumes or 
odors, any of which may indicate the presence of a UST. Detection, removal, and cleanup of 
surrounding contaminated soil can be expensive, so it is important to deal with these issues 
before, not after, closing. 


A IN PRACTICE 
| | Whenever a real estate professional is in doubt about whether or not a property 


contains USTs, a contingency should be added to the property buyer’s offer 
allowing the buyer to have the property inspected for USTs. 


WASTE DISPOSAL SITES AND BROWNFIELDS 


Learning Objective: Explain the regulation involved in the creation and operation of 
waste disposal sites and in the control of brownfields. 


The RCRA, as well as state and local regulations, governs the location, construction, content, 
and maintenance of landfill sites built to accommodate the vast quantities of garbage 
produced every day in America. Commercial or industrial sites that are no longer in use but 
which may contain toxic waste are also regulated. 


Waste disposal sites 


A landfill begins as an enormous hole in the ground, either excavated for the purpose of waste 
disposal or left over from surface mining operations. The hole is lined with clay or a synthetic 
liner to prevent leakage of waste material into the water supply. A system of underground 
drainage pipes permits the monitoring of leaks and leaching. Waste is laid on the liner at 

the bottom of the excavation, and a layer of topsoil is then compacted onto the waste. The 
layering procedure is repeated until the landfill is full, with the layers mounded up sometimes 
as high as several hundred feet. 


Capping is the process of laying two to four feet of soil over the top of the site and then 
planting grass on it to enhance the landfill’s aesthetic value and prevent erosion. A ventilation 
pipe runs from the landfill’s base through the cap to vent off accumulated natural gases created 
by the decomposing waste. Test wells around landfill operations are installed to constantly 
monitor the groundwater in the surrounding area, and soil analyses test for contamination. 


Capped landfills have been used as parks and golf courses. Rapid suburban growth has 
resulted in housing developments and office campuses being built on landfill sites. Most 
newer landfill sites are well documented, but the locations of many older landfill sites are no 
longer known. 


Special hazardous waste disposal sites contain radioactive waste from nuclear power plants, 
toxic chemicals, and waste materials produced by medical, scientific, and industrial processes. 
Additional waste disposal sites used as on-site garbage dumps are located on rural property, 
such as farms, ranches, and residences. Some materials, such as radioactive waste, are sealed 
in containers buried deep underground and placed in tombs designed to last thousands of 
years. These disposal sites are usually limited to extremely remote locations, well away from 
populated areas or farmland. 


Hazardous and radioactive waste disposal sites are subject to strict state and federal regulation 
to prevent the escape of toxic substances. 
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Brownfields 


Brownfields are defunct, derelict, or abandoned commercial or industrial sites, many of 
which may contain toxic waste. According to the U.S. General Accounting Office, several 
hundred thousand brownfields plague communities as eyesores and potentially dangerous and 
hazardous properties, often contributing to the decline of property values. 


The Brownfields Law 


The Small Business Liability Relief and Brownfields Revitalization Act (or Brownfields 
Law) was signed into law in 2002. The Brownfields Law provides funds to assess and clean up 
brownfields, clarifies liability protections, and provides tax incentives toward enhancing state 
and tribal response programs. ‘The law is also important for property owners and developers 
because it shields innocent developers from liability for toxic wastes that existed at a site prior 
to the purchase of property. In effect, a property owner who neither caused nor contributed 
to the contamination is not liable for the cleanup. Significantly, the law encourages the 
development of abandoned properties, some of which are located in prime urban real estate 
areas. Information on the Brownfields Law can be found at www.epa.gov/brownfields. 


ENVIRONMENTAL LIABILITY 


www.epa.gov/ 
superfund 


Learning Objective: List the various federal laws which protect the public from 
uncontrolled hazardous waste, and the liability issues facing those who violate any 
of these laws. 


While the EPA oversees laws intended to preserve and enhance the environment, most federal 
laws encourage state and local governments to enact their own legislation. 


Comprehensive Environmental Response, Compensation, and 
Liability Act 


The Comprehensive Environmental Response, Compensation, and Liability Act 
(CERCLA) was created in 1980. It established a fund, initially $1.6 billion, called the 
Superfund, to clean up uncontrolled hazardous waste sites and to respond to spills. The act 
created a process for identifying potential responsible parties (PRPs) and for ordering them to 
take responsibility for the cleanup action. CERCLA is administered and enforced by the EPA. 
Superfund information can be found at www.epa.gov/superfund. 


Liability 

A landowner is liable under CERCLA when a release or a threat of release of a hazardous 
substance has occurred on the landowner’s property. Regardless of whether the contamination 
is the result of the landowner’s actions or those of others, the owner can be held responsible 
for the cleanup. This liability includes the cleanup not only of the landowner’s property 

but also of any neighboring property that has been contaminated. A landowner who is not 
responsible for the contamination can seek reimbursement for the cleanup costs from previous 
landowners, any other responsible party, or the Superfund. If other parties are not available, 
however, even a landowner who did not cause the problem could be solely responsible for the 
cleanup costs. This strict liability was modified somewhat by an amendment to the Superfund 
law that is described in the next part of this section. 
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Once the EPA determines that hazardous material has been released into the environment, 
the agency is authorized to begin remedial action. First, it attempts to identify the potentially 
responsible parties (PRPs). If the PRPs agree to cooperate in the cleanup, they must also agree 
on how to divide the cost. If the PRPs do not voluntarily undertake the cleanup, EPA may 
hire its own contractors to do the necessary work. The EPA then bills the PRPs for the cost. 
If the PRPs refuse to pay, the EPA can seek damages in court for up to three times the actual 
cost of the cleanup. 


Liability under the Superfund is considered strict, joint-and-several, and retroactive. Strict 
liability means that the owner is responsible to the injured party without excuse. Joint and 
several liability means that each individual owner is personally responsible for the total 
damages. If only one of the owners is financially able to handle the total damages, that owner 
must pay the total and collect the proportionate shares from the other owners whenever 
possible. Retroactive liability means that the liability is not limited to the current owner but 
includes prior owners during the time the site was contaminated. 


Superfund Amendments and Reauthorization Act 


The Superfund Amendments and Reauthorization Act (SARA) created an “innocent 
landowner” immunity status. It recognized that, in certain cases, a landowner in the chain of 
ownership was completely innocent of all wrongdoing and therefore should not be held liable. 
The innocent landowner immunity clause established the criteria by which to judge whether a 
person or business could be exempted from liability. The criteria included the following: 


m The pollution was caused by a third party. 

m The property was acquired after the fact. 

E The landowner had no actual or constructive knowledge of the damage. 
| 


Due care was exercised when the property was purchased (the landowner made a 
reasonable search, called an environmental or Phase I site assessment) to determine that no 
damage to the property existed. 


E Reasonable precautions were taken in the exercise of ownership rights. 


The most serious effects on property value associated with environmental problems involve 
the presence of undisclosed landfills and hazardous waste sites. Real estate professionals 
can encourage buyers to consult www.epa.gov/superfund to determine whether a property 
of interest is located near a Superfund site. Buyers should also speak with neighbors about 
activities that have taken place on or near a property. 


A IN PRACTICE 
| | The buyer of commercial, industrial, and even some residential and agricultural 


properties should include a contingency in an offer to purchase that allows 

the buyer to hire an environmental engineer to conduct an environmental site 
assessment (discussed in the next section). A residential property located next 

to a dry cleaner or gas station, or a farm which uses overhead tanks to pump fuel 
into farm machinery, with the possibility of spills, can have hidden issues that may 
result in liability for the buyer. In other words, the parties should do everything 
possible to avoid surprises. 
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DEALING WITH ENVIRONMENTAL ISSUES 


A real estate profes- 


sional can avoid 


lia 


mental issues by 


bility for environ- 


becoming famil- 
iar with common 
environmenta 
problems in the 
icensee’s area 


ooking for signs 
of environmental 
contamination, 
suggesting (and 
including as a 
contingency) 
an environmen- 
tal audit if the 
licensee suspects 
contamination, 
and 

giving no advice 
on environmental 
ISSUES. 


Learning Objective: Explain the responsibilities and duties of real estate 
professionals regarding environmental issues. 


Although federal and state laws have defined many of the liabilities involved in environmental 
issues, common law (case law based on judicial precedent) is often used for further 
interpretation. The real estate professional and all others involved in a real estate transaction 
must be aware of both actual and potential liability. 


Sellers often carry the most exposure to liability. Purchasers may be held liable even if they 
didn’t cause the contamination. Lenders may end up owning worthless assets if owners default 
on loans rather than undertake expensive cleanup efforts. Real estate professionals could 

be held liable for improper disclosure; therefore, it is necessary to be aware of the potential 
environmental risks from neighboring properties, such as gas stations, manufacturing plants, 
or even funeral homes. 


Additional exposure is created for individuals involved in other aspects of real estate 
transactions. For example, real estate appraisers must identify and adjust for environmental 
problems. Adjustments to market value typically reflect the cleanup cost plus a factor for 

the degree of panic and suspicion that exists in the current market. Although the sales price 
can be affected dramatically, the underlying market value might possibly remain relatively 
equal to others in the neighborhood. ‘The real estate appraiser’s greatest responsibility is to the 
lender. Although the lender may be protected under certain conditions by virtue of the 1986 
amendments to the Superfund act, the lender must be aware of any potential problems and 
may require additional environmental reports. 


Insurance carriers also might be affected. Mortgage insurance companies protect lenders’ 
mortgage investments and might be required to carry part of the ultimate responsibility in 
cases of loss. More important, a hazard insurance carrier might be directly responsible for 
damages if such coverage was included in the initial policy. 


Discovery of environmental hazards 


Real estate professionals are not expected to have the technical expertise necessary to discover 
the presence of environmental hazards. Nevertheless, they are presumed by the public to 
have special knowledge about real estate, so real estate professionals must be aware of possible 
hazards and where to seek professional help. 


The most appropriate people on whom a real estate professional can rely for sound 
environmental information are scientific or technical experts. Environmental auditors 

(or environmental assessors) are scientific or technical experts who can provide the most 
comprehensive studies. Developers and purchasers of commercial and industrial properties 
(and even purchasers of some agricultural and residential properties) often rely on an 
environmental assessment that includes the property’s history of use, a current-use review, and 
an investigation into the existence of reported or known contamination sources in the subject 
area that may affect the property. Testing of soil, water, air, and structures can be conducted, if 
warranted. 


Not only do environmental experts detect environmental problems, they can usually offer 
guidance about how best to resolve the conditions. Although an environmental audit or 
assessment may occur at any stage in a transaction, they are most frequently a contingency 
that must be satisfied before closing. 


www.astm.org 
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A IN PRACTICE 
An environmental assessment and accompanying tests conducted by an 


environmental consultant can take time. The real estate professional should be 
aware of the time required and encourage the prospective property buyer to 
contact the environmental consultant as soon as it is known that such tests are 
needed, either before an offer to purchase is made or as a contingency in the offer. 
In some cases, the need for such an assessment may be enough to convince a 
prospective buyer to avoid the property entirely. 


Environmental site assessments 


An environmental site assessment (ESA) is often performed on a property to show that 

due care was exercised in determining whether any environmental impairments exist. The 
assessment can help prevent parties from becoming involved in contaminated property and 
work as a defense to liability. It is often requested by a lending institution, developer, or a 
potential buyer. The assessment is commonly performed in phases, such as Phase 1 or Phase 2. 
A Phase 1 ESA is requested first to determine whether any potential environmental problems 
exist at or near the subject property that may cause impairment. A Phase 2 ESA includes soil, 
water, and other testing, and is performed if warranted. There are no federal regulations that 
define what an environmental assessment must include, but the American Society for Testing 
and Materials (ASTM), an international organization, has established standards that have 
been adopted by many states. Go to www.astm.org for more information. 


Environmental impact statements 


A federally funded project requires that an environmental impact statement (EIS) be 
performed. The statement details the impact the project will have on the environment. It can 
include information about air quality, noise, public health and safety, energy consumption, 
population density, wildlife, vegetation, and the need for sewer and water facilities. 
Increasingly, these statements are also being required for private development. 


Disclosure of environmental hazards 


Most state laws address the issue of disclosure of known material facts regarding a residential 
property of one to four units. In some states, real estate professionals may be liable if they 
should have known of a condition, even if the seller neglected to make the disclosure. Very 
few states require disclosure of environmental issues with commercial and industrial property. 
Real estate professionals specializing in these properties should emphasize to prospective 
buyers the importance of professional environmental audits in the absence of required 
disclosures. 
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KEY POINT REVIEW 


Asbestos is a mineral composed of fibers that have fireproofing and insulating qualities, but 

it is a health hazard when fibers break down (become friable) and are inhaled. Asbestos has 
been banned for use in insulation since 1978. Encapsulation can prevent asbestos fibers from 
becoming airborne. 


Lead can be found in pipes, pipe solder, paints, air, and soil. Lead-based paint is found in 
many of the housing units built before 1978. Lead accumulates in the body and can damage 
the brain, nervous system, kidneys, and blood. 


The Lead-Based Paint Hazard Reduction Act of 1992 (LBPHRA) requires disclosure of 
known lead-based paint hazards to potential buyers or renters. 


Real estate professionals must provide buyers and lessees with Protect Your Family from 
Lead in Your Home, a pamphlet created by EPA, HUD, and the Consumer Product Safety 
Commission. Contractors and remodelers who disturb painted surfaces in homes, schools, 
and child care facilities built before 1978 must be trained and certified in the EPA’s lead-based 
work practices. The pamphlet Renovate Right must be given to the property owner before work 
begins. 


Radon is an odorless, tasteless, radioactive gas produced by the natural decay of radioactive 
substances in the ground and is found throughout the United States. Radon gas may cause 
lung cancer. Testing for radon in buildings is not a federal requirement. 


Formaldehyde, described as a hazardous air pollutant in the Clean Air Act Amendments 

of 1990, is used for building and household products, such as urea-formaldehyde foam 
insulation (UFFI), and may cause respiratory problems, eye and skin irritations, and possibly 
cancer. Since 1985, it has been regulated by HUD for use in wood products. 


Real estate professionals should check state formaldehyde disclosure requirements, and 
appraisers should note the presence of formaldehyde. 


Carbon monoxide (CO) is a colorless, odorless gas that is by-product of fuel burning. 
Inhaling CO may cause carbon monoxide poisoning, which can result in death unless the gas 
is properly vented. CO is detectable with available carbon monoxide detectors, which may be 
required by state law. 


Polychlorinated biphenyls (PCBs), which are suspected of causing health problems, may 
be found in electrical equipment. The manufacture and commercial distribution of PCBs has 
been banned since 1979. 


Chlorofluorocarbons (CFCs), used in refrigerators, aerosol sprays, paints, solvents, and foam 
applications, are no longer manufactured worldwide, for the most part since 1996. 


The EPA has guidelines for remediation and/or cleanup of mold and moisture problems 
in schools and commercial buildings. Real estate professionals should recommend a mold 
inspection if mold is evident or suspected because of water problems. 


Groundwater is found under the earth’s surface and forms the water table. The Safe 
Drinking Water Act (SDWA) of 1974 regulates the public drinking water supply. On transfer 
of property, any water source other than a municipal supply should be tested, as should any 
septic system. The EPA protects and improves the quality of wetlands under the Clean Water 
Act. 
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Underground storage tanks (USTs), which contain petroleum products, industrial 
chemicals, and other substances are subject to federal law (regulated by EPA) and state law 
When a purchase is being considered, a careful inspection of any property on which USTs are 
suspected should be conducted. 


Waste disposal sites can be owned by municipalities, be part of commercial enterprises, 
or be found on farms and other rural properties. A landfill disposal site, whether excavated 
or created in previously mined property, is lined to prevent seepage, capped with soil for 
aesthetic reasons, and vented to release gases created by decomposing waste. 


Brownfields legislation encourages development of abandoned properties by shielding 
innocent developers from liability for toxic wastes that existed at a site prior to purchase. 


The Comprehensive Environmental Response, Compensation, and Liability Act 
(CERCLA) is administered and enforced by EPA. CERCLA established a Superfund to clean 
up uncontrolled hazardous waste sites and identifies potential responsible parties (PRPs). 


Strict liability means that the landowner has no defense to the responsibility for cleanup; 
joint and several liability means that each of several landowners is responsible for the entire 
cleanup; and retroactive liability occurs when the present owner and previous owners 

are considered responsible for cleanup. CERCLA also defines when innocent landowner 
immunity applies. 


Environmental liability issues for real estate professionals include discovery of environmental 
hazards by questioning the owner and recommending an environmental site assessment 
(ESA). A Phase 1 ESA is a physical examination of the property and investigation of its 
history; a Phase 2 ESA includes sampling of soil and other materials, and is performed if 

it appears a problem may exist. An environmental impact statement (EIS) is required for 
federally funded projects and may be required by the state or locality. 


UNIT 21 QUIZ 


Regarding the federal Lead-Based Paint Hazard 

Reduction Act, which statement is TRUE? 

A. All residential housing built before 1978 
must be tested for the presence of lead-based 
paint before being listed for sale or rent. 

B. A disclosure statement must be attached 
to all sales contracts and leases involving 
residential properties built before 1978. 

C. A lead-hazard pamphlet must be distributed 
to all prospective buyers but not to tenants. 

D. Purchasers of housing built before 1978 must 
be given five days to test the property for the 
presence of lead-based paint. 


The term encapsulation refers to 

A. the process of sealing a landfill with three to 
four feet of topsoil. 

B. the way in which insulation is applied to 


fa) 


pipes and wiring systems. 
C. the method of sealing disintegrating asbestos. 
D. the way in which lead-based paint particles 
become airborne. 


A real estate professional showed a pre-World War 
I house to a prospective buyer. The buyer has two 
toddlers and is worried about potential health 
hazards. Which of the following is TRUE? 

A. There is a risk that urea-formaldehyde 
foam insulation was used in the original 
construction. 

B. ‘The real estate professional can offer to 
personally inspect for lead and remove any 
lead risks. 

C. Because of the age of the house, there is a 
good likelihood of the presence of lead-based 
paint. 

D. Removal of lead-based paint and asbestos 
hazards is covered by standard title insurance 
policies. 


Which of the following is TRUE regarding asbes- 

tos? 

A. Improper removal of asbestos can cause 
further contamination of a building. 

B. Asbestos causes health problems only when it 
is eaten. 

C. The level of asbestos in a building is affected 
by weather conditions. 

D. HUD requires that all asbestos-containing 
materials be removed from all residential 


buildings. 


A factor that may contribute to the growth of 
mold is 

A. high humidity. 

B. adequate ventilation. 

C. intact roofing. 

D. properly installed gutters. 


Federal underground storage tank (UST) regula- 

tions require that 

A. home fuel oil tanks in basements be 
registered with the EPA. 

B. septic tanks be pumped every five years. 

C. liquid petroleum tanks that store at least 
10% of their volume underground be in 
compliance. 

D. states not develop regulations more stringent 
than the federal requirements. 


Which of the following describes the process of 

creating a landfill site? 

A. Waste is liquefied, treated, and pumped 
through pipes to tombs under the water 
table. 

B. Waste and topsoil are layered in a pit, 
mounded up, and then covered with dirt and 
plants. 

C. Waste is compacted and sealed in a container, 
then placed in a tomb designed to last several 
thousand years. 

D. Waste is buried in an underground concrete 
vault. 


10. 


11. 


12. 


13. 


14. 


With the exception of the innocent landowner, 
liability under the Superfund is 
A. limited to the owner of record. 


B. joint and several and retroactive, but not strict. 


C. voluntary. 
D. strict, joint and several, and retroactive. 


Radon poses the greatest potential health risk to 

people when it is 

A. contained in insulation material used in 
residential properties during the 1970s. 

B. found in high concentrations in unimproved 
land. 

C. trapped and concentrated in inadequately 
ventilated areas. 

D. emitted by malfunctioning or inadequately 
ventilated appliances. 


What do urea-formaldehyde foam insulation 

(UFFI), lead-based paint, and asbestos have in 

common? 

A. They all pose a risk to humans because they 
may emit harmful gases. 

B. They all were banned in 1978. 

C. All three were used in insulating materials. 

D. They were all used at one time in residential 
construction. 


A method of sealing off disintegrating asbestos is 
called 

A. capping. 

B. encapsulation. 

C. containment. 

D. contamination closure. 


Lead-based paint 

A. is still commonly used in residences. 

B. can be found in all commercial buildings. 

C. requires in a renovation that a residential 
contractor be trained and certified. 

D. is not dangerous when ingested. 


The MOST common source of harmful lead in 
older residential properties is 

A. asbestos. 

B. basements. 

C. appliances. 

D. alkyd oil-based paint. 


Urea-formaldehyde is found in residential proper- 
ties in 

A. lead-based paints. 

B. insulating foam. 

C. home appliances. 

D. USTs: 


15. 


16. 


17. 


18. 


19. 


20. 
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In regulations regarding lead-based paints, HUD 

requires that 

A. homeowners test for its presence. 

B. paint be removed from surfaces before selling. 
C. known lead-based paint hazards be disclosed. 
D. only homeowners deal with its removal. 


Radon is 

A. only found in the eastern United States. 
B. easy to detect because of its odor. 

C. a known human carcinogen. 

D. not found in older homes. 


Contamination from underground storage tanks is 
A. found only in petroleum stations. 

B. addressed by EPA regulations. 

C. only caused by tanks currently in use. 

D. easily detected and eliminated. 


‘The presence of underground water contamination 


is 

A. a major problem in the United States. 

B. separate from private wells and public water 
systems. 

covered by very few state and federal laws. 
the testing responsibility of the real estate 
professionals. 


oO 


CERCLA regulations for administration of the 
Superfund, which helps pay for cleanup of uncon- 
trolled hazardous waste sites, 

A. exempt from responsibility those sites that 
contaminate neighboring properties. 

B. release from liability those owners of 
contaminated property who did not actually 
cause known contamination. 

C. make no provision for recovering Superfund 
expenses incurred in cleanup operations. 

D. impose strict, joint and several, and retroactive 
liability on potentially responsible parties. 


Asbestos dust can cause 
A. lung disease. 

B. radiation sickness. 
C. skin cancer. 

D. AIDS. 
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STATE LICENSING AGENCIES 


Alabama 


https://arec.alabama.gov/arec/ 


Alaska 
www.commerce.alaska.gov/ 
web/cbpl/professionallicensing/ 
realestatecommission.aspx 


Arizona 
Www.azre.gov 


Arkansas 
http://arec.arkansas.gov 


California 
www.dre.ca.gov 


Colorado 
www.colorado.gov/pacific/dora/ 
division-real-estate 


Connecticut 
www.ct.gov/dcp/cwp/view.asp?a 


=16248&q=276076 


Delaware 
dpr.delaware.gov/boards/ 
realestate/ 


District of Columbia 
dcra.dc.gov/real-estate 


Florida 
www.stateofflorida.com/real 
-estate/ 


Georgia 
www.grec.state.ga.us 


Hawaii 
cca.hawaii.gov/reb/ 


Idaho 
https://irec.idaho.gov/ 


Illinois 
www. idfpr.com 


Indiana 
www.in.gov/pla/real.htm 


Iowa 
https://plb.iowa.gov/board/real 
-estate-sales-brokers 


Kansas 
www.krec.ks.gov 


Kentucky 
https://krec.ky.gov 


Louisiana 
www.lrec.gov 


Maine 
www.maine.gov/pft/ 
professionallicensing/ 
professions/real_estate/ 


Maryland 
www.dllrstate.md.us/license/ 
mrec/ 


Massachusetts 
www.mass.gov/orgs/board 
-of-registration-of-real-estate 
-brokers-and-salespersons 


Michigan 


www. michigan.gov/lara 


Minnesota 
www.mn.gov/commerce/ 
licensees/real-estate/ 


Mississippi 


www.imrec.state.ms.us 


Missouri 
www.pr.mo.gov/realestate.asp 


Montana 


http://boards.bsd.dli.mt.gov/rre 
Nebraska 


www. nrec.ne.gov 


Nevada 
http://red.nv.gov 


New Hampshire 
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www.oplc.nh.gov/ real-estate 
-commission.htm 


New Jersey 
www.state.nj.us/dobi/division 
_rec/ 


New Mexico 
www.tld.nm.gov/boards-and 
-commissions/ 


New York 
www.dos.ny.gov/nys-board-real 
-estate 


North Carolina 
www.ncrec.gov 


North Dakota 


www.realestatend.org 


Ohio 
www.com.ohio.gov/REAL/ 


Oklahoma 
www.ok.gov/OREC/ 


Oregon 
www.oregon.gov/REA/pages/ 
index.aspx 


Pennsylvania 
www.dos.pa.gov/ 
ProfessionalLicensing/ 
BoardsCommissions/ 
RealEstateCommission/Pages/ 
default.aspx 


Rhode Island 


www.ri.gov/Licensing 


South Carolina 
wwwa.llr.sc.gov/re/ 


South Dakota 


http://dlr.sd.gov/realestate/default 


„aspx 


Tennessee 


www.tn.gov/commerce/regboards/ 


trec.html 


Texas 
www.trec.texas.gov 


Utah 


https://realestate.utah.gov/ 
realestate/index.html 


Vermont 
https://sos.vermont.gov/rea-estate 
-brokers-salespersons/ 


Virginia 
www.dpor.virginia.gov/boards/ 
real-estate/ 


Washington 
www.dol.wa.gov/business/ 
realestate/realestatecommission 


-html 


West Virginia 
http://rec.wv.gov/Pages/default 
.aspx 


Wisconsin 
https://dsps.wi.gov/Pages/ 
Professions/ REBroker/Default 
.aspx 


Wyoming 
http://realestate.wyo.gov 


MATH FAQS 


INTRODUCTION 


Math is an integral part of the real estate profession. The amount and complexity of the math 
a real estate professional or consumer encounters will vary, depending on the area of real estate 
involved. Calculators and computers are great time-savers, but a solid, basic knowledge of 
math is still important. It is a matter of taking the math concepts and adapting them to the 
real estate profession. 


This review covers the basics of real estate math in the real-world situations that will be 
encountered, as well as the math problems a prospective licensee will most likely find on 
the real estate licensing examination. Even those who are uncomfortable working with 
numbers will find that this clear and simple review will reinforce concepts that haven't been 
encountered for many years—and maybe alert you to a few tricks and shortcuts, too. 


Study, review, and practice help overcome stress and anxiety so that everyone can become 
comfortable with math. With practice and review, your confidence and ability in real estate 
math will grow. 


Using this math review 


This math review is divided into the following five general subject areas: 


1. Calculators 

2. Measurement 
3. Fractions 

4, Percentages 

5. Proration 


Within each general subject heading are a series of frequently asked questions (FAQs) and 
brief, clear explanations. The Math FAQs provide a good, general review of real estate 
math principles, but can also be used for a last-minute review of difficult issues or even as a 
reference in daily real estate practice. 


Special features 


Some math concepts have been explained earlier in the text in pertinent units. In this review 
you will find general explanations of additional concepts, as well as Take Note tips that offer 
insight into both real estate math in general and content that may be tested in a real estate 
exam. The Example feature applies formulas and concepts to practical situations to show how 
the concept works in the real world. Practice problems at the end of the review provide the 
opportunity to apply one’s understanding. 


INTRODUCTION TO CALCULATORS 


Basic calculators are permitted when taking most state licensing examinations. The rules 
usually require that the calculator be silent, handheld, battery-operated, and nonprinting. 


441 


442 Math FAQs 


Many states will not allow test takers to use a real estate or financial calculator while taking 
the real estate exam. Check with your state regarding the appropriate calculator for your exam. 


What kind of calculator do I need? 


A basic calculator with functions for addition (+), subtraction (—), multiplication (x), and 
division (+) is sufficient for licensing examinations. A calculator with a battery only or solar 
power with a battery backup is recommended over solar-powered only. Choose a calculator 
that is most comfortable for you; allow yourself time to learn to use it correctly and to become 
comfortable with it before you take the licensing examination. 


Calculators with specific real estate functions 


Many business or financial calculators have additional functions that are very beneficial 

to the real estate professional. Some of the relevant information that can be provided or 
found is indicated by keys for “N” (number of interest compounding periods/number 

of payments), “I” (interest rate per period), “PV” (present value of money/loan), “PMT” 
(amount of payment), and “FV” (future value of money). Business or financial calculators 
vary according to brand and/or model; therefore, the user’s manual should always be followed 
to use the calculator properly. For example, some calculators indicate “TERM” instead of 
‘N”; therefore, the number of years of the term is entered instead of the number of payments 
or compounding periods. Some have “LOAN” instead of “PV.” Some instruct the user to 
enter the interest rate as an annual rate instead of a monthly rate. A business or financial 
calculator that contains these extra functions may prove useful, but anyone taking a licensing 
examination should always check with the state real estate commission to find out if the 
calculator can be used during the exam. No matter which calculator is chosen, the user should 
always read the user’s manual. 


Figure M.1: Calculator Functions to Look For 


TAKE NOTE 

é Be careful! Business or financial calculators often have been preset to round to two 
decimal places. The user’s manual will indicate how to change any presettings to 
float or to display to a minimum of five decimal places. That change will provide 
an answer with enough decimal places to match multiple-choice answers on an 
exam. The calculations in this FAQ section are rounded to three decimal places 
except for those dealing with money. Those are rounded to the nearest cent. 
Proration problems are computed by carrying the division to three decimal 
places, and then rounding to the nearest cent only after the final proration figure is 
determined. 
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How do I use the percent key? 


If you use the “%” key on calculators to solve percentage problems, read the user’s manual for 
the key’s proper use. Some calculators require the use of the “%” key or the “=” key but never 
both in the same calculation. Other calculators require the use of both the “%” key and the “=” 
key to get a correct answer. No matter which calculator you choose, read the user’s manual. 


EXAMPLE 


If a property sold for $100,000 and a 7% commission was paid to the real estate 
professional, how much was the real estate professional paid? 


The answer to this question can be determined two ways, as illustrated below. 


Convert 7% to the decimal 0.07. Tap $100,000 into your calculator, then the x or 
multiplication key, then 0.07, then the = key to read $7,000. 


Or, tap in $100,000, then the x or multiplication key, then 7, then the % key. If your 
calculator now reads $7,000, you’ve finished the question. If, when you tap the % 
key, it reads 0.07, then you must tap the = key to complete the calculation. 


The use of the % key allows the calculator to convert to the proper decimal place, 
and there is no question about the placement of the decimal. The choice is yours: 
you can convert the percentage to a decimal or use the % key for the conversion. 


MEASUREMENT PROBLEMS 


What are linear measurements? 
Linear measurement is line measurement. Linear measures are used for length or distance 
(e.g., length of a wall). Linear measures include feet, yards, inches, and miles. When the terms 
E foot 

linear foot, 


E 
E running foot, or 
E front foot 


are used, you are being asked to determine the total length of the dimension, whether 
measured in a straight line, crooked line, or curved line. The abbreviation for feet is '. Thus, 
12 feet can be written as 12'. The abbreviation for inches is ". Thus, 12 inches can be written 
as 12". 


What does the term front foot refer to? 


When the term front foot is used, the frontage referred to is usually the street frontage. 
The reference might be to the water frontage if the lot is on a river, lake, or ocean. If two 
dimensions are given for a tract of land and they are not labeled, the first dimension is the 
frontage. The word width also refers to frontage; the length is the depth of the property. 
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How do I convert one kind of linear measurement to another? 


12 inches = 1 foot 
inches + 12 = feet (144 inches + 12 = 12 feet) 
feet x 12 = inches (12 feet x 12 = 144 inches) 
36 inches = 1 yard 
inches + 36 = yards (144 inches + 36 = 4 yards) 
yards x 36 = inches (4 yards x 36 = 144 inches) 
3 feet = 1 yard 
feet + 3 = yards (12 feet + 3 = 4 yards) 
yards x 3 = feet (4 yards x 3 = 12 feet) 
5,280 feet = 1 mile 
feet + 5,280 = miles (10,560 feet + 5,280 = 2 miles) 
miles x 5,280 = feet (2 miles x 5,280 = 10,560 feet) 
16% feet = 1 rod 
feet + 16.5 = rods (82.5 feet + 16.5 = 5 rods) 
rods x 16.5 = feet (5 rods x 16.5 = 82.5 feet) 
320 rods = 1 mile 
rods + 320 = miles (640 rods + 320 = 2 miles) 


miles x 320 = rods (2 miles x 320 = 640 rods) 


EXAMPLE 


A rectangular lot is 50 feet by 150 feet. The cost to fence this lot is priced per linear/ 
running foot. How many linear/running feet will be used to calculate the price of 
the fence? 


50 feet + 150 feet + 50 feet + 150 feet = 400 linear/running feet 


400 linear/running feet is the answer. 
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EXAMPLE 


A parcel of land that fronts on Interstate 45 in Houston, Texas, is for sale at $5,000 
per front foot. What will it cost to purchase this parcel of land if the dimensions are 
150 feet by 100 feet? 


150 is the frontage because it is the first dimension given. 
150 front feet x $5,000 = $750,000 cost 
$750,000 is the answer. 


How do I solve for area measurement? 


Area is the two-dimensional surface of an object. Area is quoted in square units or in acres. A 
linear measure multiplied by another linear measure always equals a square measure: feet times 
feet equals square feet; miles times miles equals square miles, yards times yards equals square 
yards, and so on. We will look at calculating the area of squares, rectangles, and triangles. 
Squares and rectangles are four-sided objects. All four sides of a square are the same length. 
Opposite sides of a rectangle are the same length. A triangle is a three-sided object. The three 
sides of a triangle can be the same length or two or three different lengths. 


TAKE NOTE 
« When two dimensions are given, assume they refer to a figure that is a rectangle 
unless told otherwise. 


How do I convert one kind of area measurement to another? 


144 square inches = 1 square foot 
square inches + 144 = square feet (14,400 square inches + 144 = 100 square feet) 
square feet x 144 = square inches (100 square feet x 144 = 14,400 square inches) 
1,296 square inches = 1 square yard 
square inches + 1,296 = square yards (12,960 + 1,296 = 10 square yards) 
square yards x 1,296 = square inches (10 square yards x 1,296 = 12,960 square yards) 
9 square feet = 1 square yard 
square feet + 9 = square yards (90 square feet + 9 = 10 square yards) 
square yards x 9 = square feet (10 square yards x 9 = 90 square feet) 
43,560 square feet = 1 acre 
square feet + 43,560 = acres (87,120 + 43,560 = 2 acres) 
acres x 43,560 = square feet (2 acres x 43,560 = 87,120 square feet) 
640 acres = 1 section = 1 square mile 
acres + 640 = sections (square miles) (1,280 acres + 640 = 2 sections) 


sections (square miles) x 640 = acres (2 sections x 640 = 1,280 acres) 
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How do I determine the area of a square or rectangle? 


length x width = area of a square or rectangle 


EXAMPLE 

How many square feet are in a room 15'6" x 30'9"? Remember, we must use like 

dimensions, so the inches must be converted to feet. 
6" +12 =0.5'+ 15'=15.5' wide 
9"+12=0.75' + 30' = 30.75' long 
30.75' x 15.5'= 476.625 square feet 
476.625 square feet is the answer. 


EXAMPLE 
If carpet costs $63 per square yard to install, what would it cost to carpet the room 
in the previous example? 


476.625 square feet + 9 = 52.958333 square yards x $63 per square yard = 
§3,336.375, or $3,336.38 rounded 


$3,336.38 is the answer. 


EXAMPLE 


How many acres are there in a parcel of land that measures 450' x 484'? 
484' x 450' = 217,800 square feet + 43,560 = 5 acres of land 


5 acres is the answer. 


How do I determine the area of a triangle? 


VY (base x height) = area of a triangle 
or 


(base x height) + 2 = area of a triangle 
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EXAMPLE 


How many square feet are contained in a triangular parcel of land that is 400 feet 
on the base and 200 feet high? 


400' 


(400' x 200') + 2 = 40,000 square feet 
40,000 square feet is the answer. 


EXAMPLE 


How many acres are in a three-sided tract of land that is 300' on the base and 
400' high? 
(300' x 400') + 2 = 60,000 square feet + 43,560 = 1.377 acres 


1.377 acres is the answer (rounded to three decimal places). 


How do I solve for volume? 


Volume is the space inside a three-dimensional object. Volume is measured in cubic units. We 
will look at calculating the volume of boxes that have rectangular sides and triangular prisms. 
There are always three measures: length, width, and height. Multiplying the three measures 
expressed in the same kind of units results in cubic units—for example, feet times feet times 
feet equals cubic feet. 


How do I convert from one kind of volume measurement to 
another? 


1,728 cubic inches = 1 cubic foot 


cubic inches + 1,728 = cubic feet 
(17,280 cubic inches + 1,728 = 10 cubic feet) 


cubic feet x 1,728 = cubic inches 
(10 cubic feet x 1,728 = 17,280 cubic inches) 


46,656 cubic inches = 1 cubic yard 


cubic inches + 46,656 = cubic yards 
(93,312 cubic inches + 46,656 = 2 cubic yards) 


cubic yards x 46,656 = cubic inches 
(2 cubic yards x 46,656 = 93,312 cubic inches) 


27 cubic feet = 1 cubic yard 


cubic feet + 27 = cubic yards (270 cubic feet + 27 = 10 cubic yards) 
cubic yards x 27 = cubic feet (10 cubic yards x 27 = 270 cubic feet) 
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How do I determine the volume of a room? 


For purposes of determining volume, think of a room as though it were a box. 


length x width x height = volume of a box 


EXAMPLE 
A building is 500 feet long, 400 feet wide, and 25 feet high. How many cubic feet of 
space are in this building? 

500' x 400' x 25' = 5,000,000 cubic feet 

5,000,000 cubic feet is the answer. 


EXAMPLE 
How many cubic yards of concrete would it take to build a sidewalk measuring 120 
feet long; 2 feet, 6 inches wide; and 3 inches thick? 

6" +12'=0.5'+2'=2.5' wide 

3" = 12' =0.25' thick 


120' x 2.5' x 0.25' = 75 cubic feet + 27 = 2.778 cubic yards 
(rounded to three decimal places) 


2.778 cubic yards is the answer. 


How do! determine the volume of a triangular prism? 


The terms A-frame, A-shaped, or gable roof on an exam describe a triangular prism. 
Ys (base x height x width) = volume of a triangular prism 
or 


(base x height x width) + 2 = volume of a triangular prism 


EXAMPLE 


An A-frame cabin in the mountains is 50 feet long and 30 feet wide. The cabin is 
25 feet high from the base to the highest point. How many cubic feet of space does 
this A-frame cabin contain? 

50' x 30' x 25' + 2 = 18,750 cubic feet 


18,750 cubic feet is the answer. 
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EXAMPLE 


A building is 40 feet by 25 feet with a 10-foot-high ceiling. The building has a gable 
roof that is 8 feet high at the tallest point. How many cubic feet are in this structure, 
including the roof? 


40' x 25' x 10' = 10,000 cubic feet in the building 

40' x 25' x 8' + 2 = 4,000 cubic feet in the gable roof 
10,000 cubic feet + 4,000 cubic feet = 14,000 cubic feet 
14,000 cubic feet is the answer. 


FRACTIONS, DECIMALS, AND PERCENTAGES 


What are the parts of a fraction? 


A fraction shows one number over another number. The denominator on the bottom of the 
fraction shows the number of equal parts in the whole or total. The numerator on the top of 
the fraction shows the number of those parts with which you are working. In the fraction %, 
the numerator is 2 and the denominator is 3. 


numerator (top number) 


denominator (bottom number) 


What is meant by a proper and an improper fraction? 


The value of a proper fraction is always less than one whole. % is an example of a proper 
fraction. % represents 7 parts out of 8 parts needed to make one whole. All proper fractions 
have a numerator smaller than the denominator—for example, % or %. 


The fraction '% is an example of an improper fraction. The value of an improper fraction is 
always equal to or greater than one whole. The improper fraction '% indicates that you have 
11 parts but only need 8 parts to make one whole. All improper fractions have a numerator 
larger than the denominator. 


What is a mixed number? 


11% is a mixed number. It consists of a whole number and a fraction. 


How do I multiply fractions? 


When multiplying fractions, numerator is multiplied by numerator, and denominator by 
denominator. Let’s start with an easy question. What is 2 x 4? 


First multiply the numerators (top numbers), 1 x 3 = 3. Then, multiply the denominators 
(bottom numbers), 2 x 4 = 8. Thus, 4 x %4 = %. 


What is 4% x 10%? The first step is to convert the whole number 4 into thirds. This is done 
by multiplying the whole number 4 by the denominator of the fraction, which is 3, so that 
4 x 3 = 12. Thus, the whole number 4 is equal to '% and 4% is equal to '%4 + % or 1%. 
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‘The next step is to convert the whole number 10 into eighths. This is done by multiplying the 
whole number 10 by the denominator of the fraction, 8. Thus, the whole number 10 is equal 
to °% and % + % = *%. 


So, what is '% x 8%? First, 14 x 85 = 1,190. Then, 3 x 8 = 24. Finally, 119% = 49.583. 
An easier way to solve the problem is to convert the fractions to decimals. 

7% is equal to 2 + 3, or 0.667 (rounded to three decimal places) 

% is equal to 5 + 8, or 0.625 

4.667 x 10.625 = 49.587 (rounded to three decimal places) 


When working with fractions or decimal equivalents, you will find that the answers will be 
close but not exact, depending on how many places the answer is computed before rounding. 


How do I divide fractions? 


Dividing fractions is a two-step process. What is 4 + 4? 


First, invert the second fraction by exchanging the numerator and denominator, then multiply 
the fractions and simplify the result. In this example, invert the 4 to “. Then, % x ⁄ = '%. 
Finally, 12 + 4 = 3. 


You may also convert % to the decimal 0.75 and % to the decimal 0.25. 
0.75 = 0.25 = 3 (There are three decimal parts of 0.25 in the figure 0.75.) 
What is 100% + 4 
100 x 8 = 800 
800 + 7 = *% 
% is inverted to “A. 
8% x 4 = 807 x 4 = 3,228; 8 x 3 = 24 
3228/4 = 3,228 + 24 = 134.5 
Or: 
7 + 8 = 0.875 and 3 + 4 = 0.75 
100.875 + 0.75 = 134.5 


How do I convert fractions to decimals? 


Fractions will sometimes be used in real estate math problems. Because calculators may be 
used on most licensing examinations, it is best to convert fractions to decimals. 
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TAKE NOTE 
€ To convert a fraction to a decimal, divide the numerator (top number) by the 
denominator (bottom number). 


For example: 
%=7+8=0.875 
1% =11+8= 1.375 
114=1+2=05+11=115 
Once fractions have been converted to decimals, other calculations can be easily completed 


using the calculator. Note that many calculators automatically display the zero before the 
decimal point. 


How do I add or subtract decimals? 


Line up the decimals, add or subtract, and bring the decimal down in the answer. You may 
add zeros if necessary as placeholders. For example, 0.5 is the same as 0.50, or .5. 


0.50 8.20 
+ 3.25 — 0.75 
= 3.75 = 7.45 


TAKE NOTE 
€ When you use a calculator, the decimal will be in the correct place in the answer 
(0.5 + 3.25 = 3.75, and 8.2 - 0.75 = 7.45). 


How do I multiply decimals? 


Multiply the numbers, then count the number of decimal places in each number. Next, start 
with the last number on the right and move the decimal the total number of decimal places to 
the left in the answer. 


Multiply as you normally would to get the 1,500, then count the four decimal places in the 
numbers (0.20 and 0.75). In the 1,500, start at the last zero on the right and count four 
decimal places to the left. The decimal is placed to the left of the 1. 


x 0.75 
100 
140 
0.1500 or 0.15 


TAKE NOTE 
€ When you use a calculator, the decimal will be in the correct place in the answer 
(0.2 x 0.75 = 0.15). 
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How do I divide decimals? 


Divide the dividend (the number being divided) by the divisor (the number you are dividing 
by) and bring the decimal in the dividend straight up in the quotient (answer). If the divisor 
has a decimal, move the decimal to the right of the divisor and move the decimal the same 
number of places to the right in the dividend. Now divide as stated above. 


0.75 31. 
2)1.50 0.5)15.5 =5)155. 
1.4 15 
10 05 
10 5 
0 0 


TAKE NOTE 
€ When you use a calculator, you can have a decimal in the divisor and the decimal 
will be in the correct place in the answer (1.5 + 2 = 0.75, and 15.5 + 0.5 = 31). 


What is a percentage? 


Percent (%) means per hundred or per hundred parts. The whole or total always represents 
100%. 


5% = 5 parts of 100 parts, or 5 + 100 = 0.05 or %0 
75% = 75 parts of 100 parts, or 75 + 100 = 0.75 or % 


120% = 120 parts of 100 parts, or 120 + 100 = 1.2 or 1% 


How can I convert a percentage to a decimal? 
Move the decimal two places to the left and drop the % sign. 


20% = 20 + 100 = 0.20 or 0.2 
1% = 1 + 100 = 0.01 
1214% = 12.25%, 12.25 + 100 = 0.1225 


See Figure M.2. 


How can I convert a decimal to a percentage? 


Move the decimal two places to the right and add the % sign. 
0.25 = 25% 
0.9 = 90% 
0.0875 = 8.75% or 8%% 


See Figure M.2. 


FIGURE M.2: 
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Converting Decimal to Percentage and Percentage to Decimal 


Decimal to Percentage Percentage to Decimal 
10 ==> 10% 10 <a 10% 
Move decimal two places right Move percentage two places left 


to find the percentage 


to find the decimal 


How do! multiply by percentages? 
500 x 25% = 500 x 2%o0 = 2%oo= 125 


or 


500 x 25% = 125, or 500 x 0.25 = 125 


How do I divide by percentages? 
100 + 5% = 100 + o = 100 x 1% = 100% = 2,000 


or 
100 + 5% = 2,000 
or 


100 + 0.05 = 2,000 


Is there any easy way to remember how to solve percentage 
problems? 


The following three formulas are important for solving all percentage problems: 
total x rate = part 
part + rate = total 


part + total = rate 


What is the x-bar method? 


The x-bar is another tool to use to solve percentage problems. For some people, the “three- 
formula method” is more difficult to remember than the visual image of an x-bar in which the 
horizontal line stands for a division and the x-brace supporting the horizontal line stands for a 
multiplication. 


part 


total x rate 
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How do | use the x-bar? 
The procedure for using the x-bar is as follows: 
1. Enter the two known items in the correct places. 


2. Ifthere is a multiplication sign between the two items, you multiply to equal the missing 
item. 

3. Ifthe line between the two items is horizontal, you divide to equal the missing item. 
When you divide, the top (part) always goes into the calculator first and is divided by the 
bottom (total or rate). 


The following examples show how the x-bar can be used to solve percentage problems. These 
examples deal with discounts because everyone can relate to buying an item that is on sale. 
Later, we will see how the x-bar can be used for many types of real estate problems. 


EXAMPLE 


Customer J purchased a new suit that was marked $500. How much did Customer 
J save if the suit was on sale for 20% off? 


part 
$500 MX 20% 
$500 x 20% = $100 
$100 is the answer. 


How much did Customer J pay for the suit? 
$500 total price - $100 discount = $400 paid 
or 
100% total price - 20% discount = 80% paid 

part 
$500 >È 80% 


$500 x 80% = $400 


EXAMPLE 


Customer R paid $112.50 for a dress that was reduced 25%. How much was it 
originally marked? 


100% original price - 25% discount = 75% paid 
$112.50 
total XX 75% 


$112.50 + 75% = $150 
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EXAMPLE 


Customer S paid $127.50 for a coat that was marked down from the original price 
of $150. What percentage of discount did Customer S receive? 


$150 original price - $127.50 discount price = $22.50 discount 
$22.50 
$150 X rate 


$22.50 + $150 = 0.15, or 15% 

Or 

$127.50 + $150 = 0.85, or 85% 

85% was the percentage paid; therefore 

100% original price - 85% paid = 15% discount 


How should I approach tricky word problems? 


Five important steps must be taken to solve word problems. 


1. Read the problem carefully and completely. Never touch the calculator until you have read 
the entire problem. 


2. Analyze the problem to determine what is being asked, what facts are given that will be 
needed to solve for the answer, and what facts are given that will not be needed to solve 
for the answer. Eliminate any information and/or numbers given that are not needed to 
solve the problem. Take the remaining information and/or numbers and determine which 
will be needed first, second, and so on, depending on the number of steps it will take to 
solve the problem. 


3. Choose the proper formula(s) and steps it will take to solve the problem. 
Insert the known elements and calculate the answer. 


5. Check your answer to be sure you keyed in the numbers and functions properly on your 
calculator. Be sure you finished the problem. For example, when the problem asks for the 
salesperson’s or sales associate’s share of a commission, do not stop at the broker’s share of 
the commission and mark that answer just because it is one of the choices. 


PERCENTAGE PROBLEMS 


How do I solve commission problems? 


As it is used in a problem involving a real estate transaction, a full commission will be a 
percentage of the sales price, unless it is stated differently in the problem. Remember that 
full commission rates, commission splits between brokers, and commission shares between 
the broker and the sales associates are always negotiable. Always read a problem carefully to 
determine the correct rate(s). 


full commission 


sales price X full commission rate 
sales price x full commission rate = full commission 


full commission + full commission rate = sales price 
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full commission + sales price = full commission rate 


broker’s share of the commission 


full brokerage commission X  % of full brokerage commission to the broker 


% of full ; 
full brokerage ae broker’s share of 
ae x commission = ne 
commission the commission 
to the broker 


% of full 


+ commission = full commission 
to the broker 


broker’s share 
of the commission 


broker’s share full brokerage % of full brokerage 


of the commission commission commission to the broker 


sales associate’s share of the commission 


brokers shareot thecommission . <>. silesassociates % of the broker’s share 


broker’s share sales associate’s % sales associate’s share 
ne x = 

of the commission of the broker’s share of the commission 

sales associate’s share ___ sales associate’s % broker’s share 

of the commission -of the broker’s share of the commission 

sales associate’s share broker’s share sales associate’s % 


of the commission ofthe commission © of the broker’s share 
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EXAMPLE 


A seller listed a home for $200,000 and agreed to pay a commission of 5%. The 
home sold four weeks later for 90% of the list price. The listing broker agreed 

to give the selling broker 50% of the commission. The listing broker paid the 
listing sales associate 50% of her share of the commission, and the selling broker 
paid the selling sales associate 60% of his share of the commission. How much 
compensation did the selling sales associate receive? 


sales price 
$200,000 list price >< 90% 


$200,000 x 90% = $180,000 sales price. 


full commission 
$180,000 list price MX 5% 


$180,000 x 5% = $9,000 full commission. 


listing broker’s commission split 
$9,000 full commission X 50% 


$9,000 x 50% = $4,500 listing broker’s commission split 


selling sales associate’s commission 
$4,500 listing broker’s commission split X 60% 


$4,500 x 60% = $2,700 selling sales associate’s commission 


$2,700 selling salesperson’s commission is the answer. 


What is meant by seller’s dollars after commission? 


‘The first deduction from the sales price in a real estate transaction typically is the real estate 
commission. For example, if a house sold for $100,000 and a 5% commission was paid to the 
listing broker, that means the brokers compensation was $5,000. The seller still has 95% of 
the sales price, or $95,000. The seller’s dollars after commission will be used to pay the seller’s 
other expenses, including any outstanding mortgages secured by the property, and hopefully 
will leave some money for the seller. The sales price is 100%. Thus, 100% — commission % 

= percent after commission. The x-bar can be applied to the sales price, seller’s dollars after 
commission, and percentage after commission to provide the formulas shown below. 


seller’s dollars after commission 


sales price x percentage after commission 
sales price x percentage after commission = seller’s dollars after commission 
seller’s dollars after commission + percentage after commission = sales price 


seller’s dollars after commission + sales price = percentage after commission 
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EXAMPLE 


After deducting $5,850 in closing costs and a 5% broker’s commission, the sellers 
received their original cost of $175,000 plus a $4,400 profit. What was the sales 
price of the property? 

$5,850 closing costs + $175,000 original cost + $4,400 profit = 

$185,250 seller’s dollars after commission 


100% sales price - 5% commission = 95% after commission 


$185,250 seller’s dollars after commission 


sales price X 95% after commission 


$185,250 + 95% = $195,000 


$195,000 sales price is the answer. 


How do I determine interest? 


Interest is the cost of using money. The amount of interest paid is determined by the agreed 
annual interest rate, the amount of money borrowed (loan amount) or the amount of money 
still owed (loan balance), and the period of time the money is held. When a lender grants 

a loan for real estate, the loan-to-value ratio (LTV) is the percentage of the sales price or 
appraised value, whichever is less, that the lender is willing to lend. 


loan amount 


sales price or appraised X loan-to-value ratio 
value (whichever is less) (LTV) 


sales price or 
loan amount + appraised value = 
(whichever is less) 


loan-to-value 


ratio (LTV) 


sales price or , 
P loan-to-value ratio 
appraised value x = loan amount 


(whichever is less) ey) 
esau loan-to-value ratio _ sales price or appraised 
l (LTV) 7 value (whichever is less) 


annual interest 


loan amount (principal) X annual interest rate 


loan amount (principal) x annual interest rate = annual interest 
annual interest + annual interest rate = loan amount (principal) 


annual interest + loan amount (principal) = annual interest rate 
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EXAMPLE 


A parcel of rural land sold for $335,200. The lender approved a 90% loan at 4.5% 
for 30 years. The appraised value on this parcel was $335,500. How much interest is 
paid to the lender in the first monthly payment? 


loan amount 
$335,200 sales price XX 90% 


$335,200 x 90% = $301,680 loan amount 


annual interest 
$301,680 loan amount MX 45% 


$301,680 x 4.5% = $13,575.60 annual interest 


$13,575.60 annual interest + 12 months = $1,131.30 monthly interest 
$1,131.30 interest in the first monthly payment is the answer. 


How do I determine monthly principal and interest payments? 


A loan payment factor can be used to calculate the monthly principal and interest payment 
on a loan. The factor represents the monthly principal and interest payment to amortize a 
$1,000 loan and is based on the annual interest rate and the term of the loan. 


(loan amount + $1,000) x loan payment factor = monthly PI payment 


monthly PI payment + loan payment factor = loan amount 


EXAMPLE 
If a lender uses a loan payment factor of $6.99 per $1,000 of loan amount, what will 
be the monthly PI (principal and interest) payment? 


($301,680 loan amount + $1,000) x $6.99 = $2,108.74 monthly PI payment 
(rounded to the nearest cent) 


$2,108.74 monthly PI payment is the answer. 


How do! solve problems about points? 


The word point means percent. One point equals 1% of the loan amount. 


Two points mean 2%, or ¥% point means 2%. A loan point is a percentage of the loan 


amount. 


amount paid for points 


loan amount >K points as percentage of loan 
loan amount x points as percentage of loan = amount paid for points 
amount paid for points + points as percentage of loan = loan amount 


amount paid for points + loan amount = points as percentage of loan 
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EXAMPLE 


The lender will charge 32 discount points on an $800,000 loan. What will be the 
total amount paid as discount points at closing? 


amount paid for points 
$800,000 loan amount X 3.5% 


$800,000 x 3.5% = $28,000 
$28,000 paid for points is the answer. 


How do I determine profit? 


A profit is made when we sell something for more than we paid for it. If we sell something for 
less than we paid for it, we have suffered a loss. 


sales price — seller’s cost = profit 


When setting the x-bar, the whole is the original investment or cost (i.e., the total amount 
paid by the seller, including the original purchase price and the cost of any improvements 
made after the purchase). The seller’s cost must be the whole thing (the 100%) because 
percentages of profit or loss are percentages of the money invested. A 20% loss is 20% of the 
amount invested. 


profit 


seller’s cost. X percentage of profit 
seller’s cost x percentage of profit = profit 
profit + percentage of profit = seller’s cost 
profit + seller’s cost = percentage of profit 


The seller’s cost plus the amount of the profit equals the sales price. Unfortunately, not every 
sale results in a profit to the seller. The seller's cost minus the amount of any loss equals the 
sales price. (100% cost + % profit = % sales price) 


sales price 


seller’s cost. X percentage sold of cost 


seller’s cost x percentage sold of cost = sales price 
sales price + percentage sold of cost = seller’s cost 


sales price + seller’s cost = percentage sold of cost 
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EXAMPLE 


A home listed for $285,000 and sold for $275,000, which gave the seller a 10% profit 
over the seller’s cost. What was the seller’s cost? 


100% seller’s cost + 10% profit = 110% sales price 


$275,000 sales price 
seller’s cost x 110% 


$275,000 + 110% = $250,000 seller’s cost 
$250,000 seller’s cost is the answer. 


EXAMPLE 


M invested in a mountain cabin a few years ago and made no improvements to the 
property. M just sold the cabin for $80,640, losing 16% of the original investment. 
What did the cabin cost? 


100% seller’s cost - 16% loss = 84% today’s value 


$80,640 sales price 
seller’s cost x 84% 


$80,640 + 0.84 = $96,000 seller’s cost 


$96,000 seller’s cost is the answer. 


How do I estimate value for income-producing properties? 


When appraising income-producing property, an opinion of value can be formed by using 
the property’s annual net operating income (NOJ) and the current market rate of return 
or capitalization (“cap”) rate. Annual scheduled gross income is adjusted for vacancies and 
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credit losses to arrive at the annual effective gross income. The annual operating expenses are 


deducted from the annual effective gross income to arrive at the annual NOI. 
Vacancy/credit loss is usually expressed as a percentage of the scheduled gross. 
scheduled gross income — vacancies and credit losses = effective gross income 


effective gross income — annual operating expenses = NOI 


NOI 


value X capitalization rate 


value x capitalization rate = NOI 
NOI = capitalization rate = value 


NOI + value = capitalization rate 
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EXAMPLE 


An office building produces $132,600 annual gross income. If the annual expenses 
are $30,600 and the appraiser uses an 8.5% cap rate, what is the estimated value? 


$132,600 annual gross income - $30,600 annual expenses = $102,000 NOI 


$102,000 NOI 
value X 8.5% cap rate 


$102,000 + 8.5% = $1,200,000 value 
$1,200,000 value is the answer. 


The above formulas also can be used to calculate either the return on the real estate investment 
(ROI) or the monthly NOI. The total becomes original cost or investment instead of value. 


EXAMPLE 


An investor spends $335,000 for a property that should produce a 9% rate of return. 
What monthly NOI will the investor receive? 


NOI 
$335,000 investment X 9% 


$335,000 x 9% = $30,150 
$30,150 NOI + 12 months = $2,512.50 monthly NOI 
$2,512.50 monthly NOI is the answer. 


How do I solve problems involving percentage leases? 


When establishing the rent to be charged for retail space, a percentage lease may be used 
instead of a lease based simply on dollars per square foot. In a percentage lease, a base or 
minimum monthly rent is paid plus a percentage of the gross sales in excess of an amount 
set in the lease. The percentage lease also can be set up as a percentage of the total gross sales 
or of the base/minimum rent, whichever is larger. The discussion that follows considers the 
minimum plus percentage lease only. 


l gross sales not subject gross sales subject 
ross sales — = 
8 to the percentage to the percentage 


percentage rent 


gross sales subject to the percentage X% in the lease 


gross sales subject to the percentage x % in the lease = percentage rent 
percentage rent + % in the lease = gross sales subject to the percentage 
percentage rent + gross sales subject to the percentage = % in the lease 


Add the percentage rent and the base/minimum rent to find the total rent. 
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EXAMPLE 


A lease calls for monthly minimum rent of $900 plus 3% of annual gross sales in 
excess of $270,000. What was the annual rent in a year when the annual gross sales 
were $350,600? 


$900 monthly minimum rent x 12 months = $10,800 annual minimum rent 


$350,600 annual gross sales - $270,000 annual gross sales not subject to the 
percentage = $80,600 annual gross sales subject to the percentage 


percentage rent 


$80,600 annual gross X 3% 
subject to the percentage 


$80,600 x 3% = $2,418 percentage rent 
$10,800 annual minimum rent + $2,418 percentage rent = $13,218 total annual rent 
$13,218 total annual rent is the answer. 


PRORATION PROBLEMS 


To prorate means to divide proportionately. Some expenses and income may be prorated for 
the closing of a real estate transaction. We will look at prorating interest on a loan, ad valorem 
taxes on a property, homeowners insurance on a property, and rent on income-producing 
property. All the calculations in this section are carried to three decimal places and then 
rounded to the nearest cent in the final step. 


What are the different calendars used for prorating? 


When we prorate, we calculate the number of days owed for the expense or the rental income. 
The days may be calculated using a banker’ year, statutory year, or calendar year. The banker’s 
year and statutory year are the same because they both contain 12 months with 30 days in 
each month. The total number of days in both a banker’s year and a statutory year is 360 days. 
The calendar year contains 12 months with 28 to 31 days in each month. The total number 
of days in a calendar year is 365. The total number of days in a calendar leap year (every 
fourth year) is 366. The following chart shows the days in each month. 


Banker’s or Statutory Year Calendar Calendar Leap Year 
January 30 31 31 
February 30 28 29 
March 30 31 31 
April 30 30 30 
May 30 31 31 
June 30 30 30 
July 30 31 31 
August 30 31 31 
September 30 30 30 
October 30 31 31 
November 30 30 30 
December 30 31 31 


Total days in a year 360 365 366 
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What is the difference between prorating through and 
prorating to the day of closing? 


In a proration problem, an examinee will be told whether to prorate through the day of closing 
or to the day of closing. This is very important when calculating the days owed. When 
prorating through the day of closing, the seller is responsible for the day of closing. When 
prorating zo the day of closing, the buyer is responsible for the day of closing. 


How do I calculate proration problems? 


Once the number of days owed is known, the amount of the expense or income per day must 
be found. Either the annual amount is divided by the total days in the year to get the daily 
amount, or the monthly amount is divided by the total days in the month to get the daily 
amount. 


TAKE NOTE 

« The correct type of year (banker’s or statutory year of 360 days, calendar year of 
365 days, or calendar leap year of 366 days) must be used when computing the 
daily amount. 


The final step is to multiply the amount per day by the number of days owed to get the 
prorated amount. 


What is the difference between debit and credit in a proration 
problem? 


To calculate a proration problem, it is necessary to know how expenses and income are posted 
on the closing statement. Debit takes money from a person. Credit gives money to a person. 
(See Figure M.3.) When the prorated amount involves both the buyer and the seller, there will 
always be a double entry (i.e., the item appears twice, once as a debit to one party and once as 
a credit to the other party). If the seller owes the buyer, the prorated amount will be debited 
to the seller and credited to the buyer. If the buyer owes the seller, the prorated amount will 
be debited to the buyer and credited to the seller. When the prorated amount involves the 
buyer and someone other than the seller, there will be only a single entry. When the prorated 
amount involves the seller and someone other than the buyer, there will be only a single entry. 


‘The five questions to ask when prorating are: 
What calendar is to be used? 

Is the expense paid in arrears or in advance? 
Who has or will pay the expense? 


Who has earned or received income? 


ye ee he: 


When will the expense be paid? 


FIGURE M.3: The Debit/Credit Flow 


Buyer Seller 
Sales Price 
Tenants’ Security Deposits 
Fuel Oil (in tank) 
Prorated Accrued Water Bill 
Unearned Rents 
Prepaid Property Tax CREDIT 


Different items are treated differently as credits or debits to the buyer or the seller on 
a closing statement. Utility payments may not appear on the statement if the utility 
provider sends a final bill to the seller based on the date provided. 


How do I calculate interest in a proration problem? 


When a loan is assumed or paid off, the accrued interest for the month of closing must be 
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prorated. Interest is paid in arrears; therefore, the monthly payment made on the first day of 


the month pays interest for the entire previous month. The payment includes interest up to 


but not including the day of the payment unless specified otherwise. Not all payments are due 
on the first day of the month; therefore, attention must be paid to the stated day the interest 
has been paid through. The sellers owe unpaid interest (also called accrued, earned, or current 


interest) from the date of the last payment to or through the closing date. 


If the prorations are to be calculated through the day of closing, the seller will owe payments 


including the day of closing. If the prorations are to be calculated so the day of closing, the 
seller will owe up to but not including the day of closing. Remember to use the correct type 
of year: the banker’s or statutory year of 360 days, the calendar year of 365 days, or the 
calendar leap year of 366 days. When a loan is paid off, unpaid interest is calculated and 


added to the outstanding loan balance and is a debit to the seller only. Loan payoff is the sum 
of the principal balance and the accrued interest. On an assumption of the loan, the interest 


proration is a debit to the seller and a credit to the buyer. 
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EXAMPLE 


A home was purchased on April 4 for $110,000, and the closing was set for the 
following May 8. The buyer assumed the seller’s $93,600 loan balance on an 
original loan a 
$612.62 due on the first day of each month. How much will the interest proration 
be, using a banker’s year and prorating through the day of closing? Who will be 
debited and w 


mount of $96,000 with 6.5% interest and monthly payments of 


ho will be credited? 


Banker’s Year/Statutory Year 


Step 1: 


Step 2: 


Step 3: 


Find t 
Seller 


Note: 
tothe 


he exact number of days of earned or accrued interest. 
owes 8 days (May 1 through May 8). 


t would be 7 days (8 days minus 1 day) if the problem had said prorate 
day of closing. 


Find the daily interest charge. 


Outstanding loan balance x annual interest rate = annual interest 


Annual interest + 360 days per year = daily interest 
$93,600 x 6.5% = $6,084 annual interest 
$6,084 + 360 days = $16.90 daily interest 


Compute the total amount of accrued interest. 


Daily interest x days owed = interest proration 
$16.90 daily interest x 8 days = $135.20 
$135.20 debit seller, credit buyer is the answer. 


Calendar Year (if the problem had said to use a calendar year) 


Step 1: 


Step 2: 


Step 3: 


Findt 


he exact number of days of earned or accrued interest. 


Seller owes 8 days (May 1 through May 8). 


Note: 


It would be 7 days (8 days minus 1 day) if the problem had said prorate 


to the day of closing. 


Find the daily interest charge. 


Outstanding loan balance x annual interest rate = annual interest 


Annual interest + 365 days per year = daily interest 


$93,600 x 6.5% = $6,084 annual interest 
$6,084 + 365 days = $16.668 daily interest 


Compute the total amount of accrued interest. 


Daily 


$16.668 daily interest x 8 days = $133.344 


interest x days owed = interest proration 


$133.34 debit seller, credit buyer is the answer (rounded to the nearest 


cent). 


Math FAQs 467 


How do! prorate taxes? 


Real estate taxes are normally assessed from January 1 through December 31. The tax rate 

is always applied to the assessed value of the property instead of the market value, although 

some jurisdictions treat market value as the assessed value. Taxes are usually paid in arrears; 
therefore, the seller will owe the buyer for accrued taxes from January 1 through the day of 
closing or to the day of closing. The most recent tax bill is used to compute the proration, and 
this is usually the past year’s tax bill. Remember to use the correct type of year: a banker’s or 
statutory year has 360 days, a calendar year has 365 days, and a calendar leap year has 366 
days. 


If the taxes are paid in arrears, the tax proration will be a debit to the seller and a credit to 
the buyer. If the taxes are paid in advance, the tax proration will be a debit to the buyer and a 
credit to the seller. 


EXAMPLE 


The market value of a condominium is $115,000. For tax purposes, the property 
is assessed at 90% of the market value. The annual tax rate is $2.50 per $100 of 
assessed value. If the closing is on March 13, what is the prorated amount for the 
current tax year? Prorations are calculated through the day of closing and using a 
statutory year. 


Banker’s Year/Statutory Year 


Step 1: Find the exact number of days of accrued taxes from the beginning of the 
tax period (January 1) up to and including the day of closing (March 13). 


2 months (January and February) x 30 days per month = 60 days 
60 + 13 days in March = 73 days 


Note: It would be 72 days (73 days minus 1 day) if the problem had said 
prorate to the day of closing. 


Step 2: Calculate the annual taxes. 


Market value x assessment ratio = assessed value 
(Assessed value = $100) x tax rate per hundred = annual tax 
$115,000 x 90% = $103,500 
($103,500 + $100) x $2.50 = $2,587.50 annual tax 

Step 3: Find the tax amount per day. 
Annual tax + 360 days per year = daily tax 
$2,587.50 + 360 days = $7.188 daily tax 


Step 4: Compute the prorated tax amount. 


Daily tax x days owed = tax proration 
$7.188 per day x 73 days = $524.724 


$524.72 debit seller, credit buyer is the answer (rounded to the nearest 
cent). 
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Calendar Year (if the problem had said to use a calendar year) 


Step 1: Find the exact number of days of accrued tax from the beginning of the tax 
period (January 1) up to and including the day of closing (March 13). 


31 days in January + 28 days in February + 13 days in March = 72 days 


ote: It would be 71 days (72 days minus 1 day) ifthe problem had said 
prorate to the day of closing. 


Step 2: Calculate the annual tax. 


arket value x assessment ratio = assessed value 
(Assessed value + $100) x tax rate per hundred = annual tax 
$115,000 x 90% = $103,500 
($103,500 + $100) x $2.50 = $2,587.50 annual tax 

Step 3: Find the tax amount per day. 
Annual tax + 365 days per year = daily tax 
$2,587.50 + 365 days = $7.089 

Step 4: Compute the prorated tax amount. 
Daily tax x days owed = tax proration 
$7.089 per day x 72 days = $510.408 


$510.41 debit seller, credit buyer is the answer (rounded to the nearest 
cent). 


How do! prorate rent? 


When prorating rents, the amount of rent collected for the month of closing is the only 
amount prorated. The seller owes the buyer for the unearned rent starting with the day after 
closing through the end of the month if prorating through the day of closing. The seller owes 
the buyer for the unearned rent starting with the day of closing through the end of the month 
if prorating zo the day of closing. If security deposits are being held by the seller, they are not 
prorated; therefore, the entire amount of the security deposits are transferred to the buyer. The 
actual number of days in the month of closing is always used for rent prorations, unless the 
problem provides differently. Both the rent proration and the security deposit amount will be 
a debit to the seller and a credit to the buyer. 
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EXAMPLE 


A buyer is purchasing an apartment complex that contains 15 units that rent for 
$450 per month each. A $450 security deposit is being held on each unit. The 
sale is to close on March 14, and the March rent has been received for all 15 units. 
Compute the rent proration by prorating through the day of closing. Compute the 
security deposit. 


Calendar Days (remember to use actual days in the month unless specified 
differently) 


Step 1: Compute the unearned days of rent for the month of closing. 


3l 


days in March 
-14 day of closing 
d 


ays of unearned rent 


Note: It would be 18 days (17 days plus 1 day) if the problem had said prorate 
to the day of closing. 


Step 2: Compute the daily rent. Monthly rent x number of units paid = total rent 
collected + number of actual days in the month of closing = daily rent. 


$450 x 15 units = $6,750 monthly rent collected 
$6,750 + 31 days in March = $217.742 daily rent 


Step 3: Compute the prorated rent amount. 
Daily rent x days of unearned rent. $217.742 daily rent x 17 days = $3,701.614 


Step 4: Compute the security deposit. 
$450 per unit x 15 units = $6,750 


$3,701.61 rent proration (rounded to the nearest cent) and $6,750 
security deposit are the answers. They are both debit seller and credit 
buyer. 


The value of a property is $91,000 today. What 
was the original cost if the property has lost 35% 
of its value over the past seven years? 

$67,407.41 

$95,789.47 

. $122,850.00 

. $140,000.00 


COS 


What was the price per front foot for a 100' x 
125' lot that sold for $125,000? 


A. $10 

B. $556 
C. $1,000 
D. $1,250 


If the bank makes a 90% loan on a house valued 
at $88,500, how much additional cash is required 
as a down payment if the buyer has already paid 
$4,500 in earnest money? 


A. $3,500 
B. $4,000 
C. $4,350 
D. $8,850 


What did the sellers pay for their home if they 
sold it for $298,672, which gave them a 12% 
profit over their original cost? Round your answer 
to the nearest cent. 


A. $243,671.43 
B. $266,671.43 
C. $312,512.64 
D. $334,512.64 


What would be an estimate of value for a 
building producing $11,250 annual net income 
and showing a rate of return of 9%? 


A. $101,250 
B. $122,625 
C. $123,626 
D. $125,000 


10. 


REAL ESTATE MATH PRACTICE PROBLEMS 


The sale of a home is to close on September 28. 
Included in the sale is a garage apartment that is 
rented for $350 per month. The tenant has paid 
the September rent. What is the rent proration, 
using actual days and prorating through the day 
of closing? Round your answer to the nearest 
cent. 


A. $325.67 
B. $23.33 
C. $350.00 
D. $175.00 


What is the total cost of paving a driveway 15' 
wide, 40' long, and 4" thick if the concrete to be 
used costs $60.00 per cubic yard and labor costs 
$1.25 per square foot? 


A. $527.25 
B. $693.75 
C. $1,194.00 
D. $1,581.75 


An owner agrees to list property on the condition 
that the sale proceeds be at least $47,300 after 
the owner pays a 5% brokers commission and 
$1,150 in closing costs. At what price must the 
property sell? 

A. $48,450 

B. $50,815 

C. $50,875 

D. $51,000 


A gift shop pays rent of $600 per month plus 
2.5% of gross annual sales in excess of $50,000. 
What was the average monthly rent last year if 
gross annual sales were $75,000? Round your 
answer to the nearest cent. 


A. $1,125.00 
B. $756.25 
C. $600.00 
D. $652.08 


A tenants monthly rent is $825. What is the rent 
as a percentage of an annual income of $41,000? 
Round your answer to the nearest percent. 

A. 18% 

B. 24% 
C. 33% 
D. 40% 
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11. 


12. 


13. 


14. 


15. 


Real Estate Math Practice Exams 


Two brokers split the 6% commission on the sale 
of a $324,000 home. The selling broker's sales 
associate was paid 70% of the selling broker's share. 
The listing broker’s sales associate was paid 30% of 
the listing broker’s share. How much did the listing 
broker's sales associate receive? 


A. $2,916 
B. $6,804 
C. $19,440 
D. $20,275 


Find the number of square feet in a lot with 
a frontage of 75 feet, 6 inches, and a depth of 
140 feet, 9 inches. 


A. 216.25 
B. 10,626.625 
C. 10,652.04 


D. 25,510.875 


A 28-unit apartment house is being valued using 
the income approach. Each unit rents for $775 

a month, an amount that is consistent with like 
rental units in the vicinity. For the past five years, 
the annual expenses of operation for the property 
have averaged $82,460 and the building has 
maintained a consistent vacancy rate of 5%. A 
potential investor is only interested if the cap rate 
is at least 9.5%. What is the property’s likely value 
using these variables? 

A. $2,741,100 

B. $868,000 

C. $1,736,000 

D. $1,873,100 


How much interest will the seller owe the buyer 
for a closing date of August 10 if the outstanding 
loan balance is $43,580? The interest rate on 

this assumable loan is 6%, and the last payment 
was paid on August 1. Prorations are to be done 
through the day of closing, using a statutory year. 
A. $72.63 


B. $145.20 
C. $290.47 
D. $508.20 


The buyer has agreed to a $175,000 sales price, 2.5 
loan discount points, and a 1% loan origination 
fee. If the buyer receives a 90% loan to value, how 
much will the buyer owe at closing for points and 
the origination fee? 

A. $1,575.00 

B. $3,937.50 

C. $5,512.50 

D. $6,125.00 


16. 


17. 


18. 


19. 


20. 


Calculate eight months’ interest on a $5,000 
interest-only loan at 9.5%. 


A. $39.58 

B. $237.50 
C. $316.66 
D. $475.00 


A 100-acre farm is subdivided into lots for homes. 
‘The streets require one-eighth of the entire 
property, and the remaining acreage is divided into 
140 lots of approximately the same size. About 
how many square feet are in each lot? 


Ay, 275223 
B. 31,114 
C. 35,004 
D. 43,560 


The annual tax bill on a home was $1,282 and was 
paid in December. The home sold the following 
March and will close on April 23. How much will 
the tax proration be, using a calendar year and 
prorating to the day of closing? 


A. $393.34 
B. $396.89 
C. $402.41 
D. $427.33 


What is the monthly net operating income on 
an investment of $115,000 if the rate of return is 
12.5%? Round your answer to the nearest cent. 


A. $1,150.00 
B. $1,197.92 
C. $7,666.67 
D. $14,375.00 


A sales associate sells a property for $258,500. The 
sales associate’s employment agreement provides for 
a 60% share of the employing broker’s commission. 
The commission due the selling broker is 22%. 
What is the selling sales associate’s share of the 
commission? 


A. $2,106.00 
B. $3,877.50 
C. $6,462.50 
D. $10,340.00 


21. 


22. 


23. 


24. 


25: 


A developer buys 348,480 square feet of land at 
$0.75 per square foot and divides the land into 
half-acre lots. If the developer keeps three lots and 
sells the others for $24,125 each, what percentage 
of profit does the developer realize? 


A. 16.7% 
B. 20% 

C. 32.2% 
D. 47.4% 


A landscaping contract for services for May 1 
through October 31 totaling $2,500 has been paid 
in full for the current year. The house is sold and 
scheduled to close on July 16 and the buyers are 
assuming the sellers’ landscaping agreement. What 
is the amount of the proration for this expense if 
a banker’s year is used and all prorations are made 
through the day of closing? Round your answer to 
the nearest cent. 


A. $1,444.46 
B. $1,642.42 
C. $1,785.50 
D. $1,790.25 


What is the interest rate on a $10,000 loan that 
requires a semiannual interest payment of $450? 


A. 7% 


B. 9% 
C. 11% 
D. 13.5% 


A warehouse is 80 feet wide and 120 feet long with 
ceilings 14 feet high. If 1,200 square feet of floor 
surface has been partitioned off, floor to ceiling, for 
an office, how many cubic feet of space will be left 
in the warehouse? 


A. 117,600 
B. 133,200 
C. 134,400 
D. 151,200 


An office building produces $68,580 annual net 
operating income. What price would an investor 
pay for this property to show a minimum return of 
12% on the investment? 


A. $489,857 
B. $571,500 
C. $685,800 
D. $768,096 


26. 


27. 


28. 


29. 


30. 
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A buyer is assuming the balance of a seller’s second 
mortgage loan. ‘The interest rate is 8%, and the last 
monthly payment of $578.16 was paid on April 1, 
leaving an outstanding balance of $18,450. Using 
a banker’s year, compute the interest to be paid by 
the seller if the sale is to close on April 19. Prorate 
through the day of closing. 


A. $77.90 
B. $82.00 
C. $110.83 
D. $123.00 


A lot purchased five years ago for $15,000 has 
appreciated a total of 17.5% since its purchase. 
What is it worth today? 


A. $12,375 
B. $15,525 
C. $17,250 
D. $17,625 


A lot has a frontage of 100 feet and a depth of 
150 feet. If the building line regulations call for a 
setback of 25 feet at the front, 10 feet at the back, 
and 6 feet on each side, how many square feet of 
usable space are left for the building? 


A. 9,350 

B. 10,120 
C. 11,750 
D. 15,000 


A lease calls for rent of $1,000 per month plus 2% 
of annual sales in excess of $100,000. What is the 
annual rent if the annual sales are $150,000? 

A. $12,000 


B. $13,000 
C. $14,000 
D. $15,000 


Taxes on a home for the current tax year amount 
to $6,468. The home was sold in July, and the sale 
closed on August 29. The seller had not paid any 
of the tax owed for the current year prior to the 
closing. What was the prorated tax amount using a 
calendar year if the proration was calculated to the 


day of closing? 
A. $4,252.93 
B. $4,607.34 
C. $5,280.50 


D. $6,468.00 
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31. 


32. 


33. 


34. 


35. 


36. 
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A tract of land measures 1.25 acres. The lot is 150 
feet deep. How much will the lot sell for at $65 per 
front foot? 


A. $8,125 
B. $9,750 
C. $23,595 
D. $25,420 


If a 6.5% full brokerage commission was $5,200, 
what was the sales price of the house? 


A. $77,200 
B. $80,000 
C. $80,400 
D. $86,600 


A buyer earns $60,000 per year and can qualify 
for a monthly PITI payment equal to 25% of 
monthly salary. If the annual tax and insurance 
on a prospective purchase is $678.24, what loan 
amount will the buyer qualify for if the monthly 
PI payment factor is $10.29 per $1,000 of loan 
amount? 


A. $99,987 
B. $108,965 
C. $112,784 
D. $115,980 


Find the cost of building a house 29' x 34' x 17' 
with a gable roof 8' high at the highest point. The 
cost of construction is $2.25 per cubic foot. 


A. $27,731.25 


B. $37,714.50 
C. $46,588.50 
D. $55,462.50 


An amount of $50,000 is invested at a rate of 
return of 12%. What is the net operating income? 


A. $4,167 


B. $5,000 
C. $5,600 
D. $6,000 


Monthly interest on a loan with a 9.25% annual 
interest rate is $65.53. What is the loan amount 
rounded to the nearest hundred dollars? 


A. $1,400 
B. $2,800 
C. $6,300 
D. $8,500 


37. What percentage of profit will there be if a 


38. 


39. 


40. 


4l. 


property buyer pays $20,500 for a lot, builds a 
home on the lot that costs $133,000, and then sells 
the lot and house together for $194,550? Round 
your answer to the nearest percent. 


A. 13% 
B. 23% 
C. 27% 
D. 45% 


The buyer is purchasing a fourplex and closing on 
November 4. Each apartment rents for $875 per 
month. As of November 1, one apartment is vacant 
and the other tenants have paid their November 
rent. Compute the rent proration through the day 
of closing. 

A. $345.00 

B: $1,993.33 

C. $2,275.00 

D. $3,935.72 


An income-producing property has $62,500 
annual gross income and monthly expenses of 
$1,530. What is an estimate of the property’s value 
using a 10% capitalization rate? 


A. $183,600 
B. $441,400 
C. $609,700 
D. $625,000 


A new house and lot cost the buyer $565,000. Of 
this total price, the lot was estimated to be worth 
$130,000. The buyer held the property for eight 
years. If average market prices of comparable 
properties in the area increased by 32% over 

that period, what would be the total value of the 
property at the end of eight years? 


A. $695,300 
B. $745,800 
C. $810,900 
D. $925,800 


The seller received a $121,600 check at closing 
after paying a 7% brokerage commission, $31,000 
in other closing costs, and a $135,700 loan payoff. 
What was the total sales price? 

A. $288,300 

B. $306,300 

C. $308,500 

D. $310,000 


42. 


43, 


44, 


45, 


46. 


A fence is being built to enclose a lot 125 feet by 
350 feet. If there will be one 10-foot gate, how 
many running feet of fence will be needed? 


A. 465 


B. 600 
C. 940 
D. 960 


A buyer pays $9,500 each for four parcels of land, 
subdivides them into six parcels, and sells each 

of the six parcels for $7,500. What is the buyer’s 
percentage of profit? Round your answer to the 
nearest percent. 


A. 16% 
B. 18% 
C. 22% 
D. 38% 


A property sells for $295,200. If it has appreciated 
for a total of 20% over the past five years, what did 


the owner pay for the property five years ago? 


A. $175,000 
B. $246,000 
C. $286,000 
D. $320,000 


A teacher earns an annual income of $60,000, 
and the teacher’s spouse earns $2,400 per month. 
How much can the couple pay monthly for 

their mortgage payment if the lender uses a 28% 
qualifying ratio? 


A. $672 

B. $1,400 
C. $2,072 
D: $2,352 


If a buyer borrows $4,400, agreeing to pay back 
principal and interest in 18 months, what annual 


interest rate is the buyer paying if the total payback 


is $5,588? 
A. 15% 
B. 18% 
C. 21.3% 
D. 27% 


47. 


48. 


49, 


50. 
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If you purchase a lot that is 125' x 150" for 
$6,468.75, what price did you pay per front foot? 
A. $23.52 


B. $43.13 
C. $51.75 
D. $64.69 


A buyer is granted a 90% loan for $340,500. How 
much will the monthly principal and interest 
payment be, using a loan payment factor of $7.16 
per $1,000 of loan? 


A. $2,194.18 
B. $2,437.98 
C. $3,064.50 
D. $4,755.59 


Calculate the amount of the total commission 
earned by a broker on a rural property selling for 
$61,000 if 6% is paid on the first $50,000 of the 
sales price and 3% is paid on the amount over 
$50,000. 


A. $3,330 
B. $3,600 
C. $3,830 
D. $3,930 


A 50' x 100' lot has a 2,400-square-foot house 

on it that contains four bedrooms and three 
bathrooms. What percentage of the lot is not taken 
up by the house? 

A. 21% 
B. 48% 
C. 50% 
D. 52% 
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$140,000.00 original cost 


100% original cost — 35% total depreciation = 
65% today’s value 


$91,000 today’s value 
original cost X 65% 


$91,000 + 65% = $140,000 original cost 


$1,250 per front foot 

$125,000 sales price + 100 front feet = $1,250 per 
front foot 

$4,350 due at closing 

100% value — 90% LTV = 10% down payment 


$8,850 down payment 
$88,500 value XÈ 10% 


$88,500 x 10% = $8,850 


$8,850 down payment — $4,500 earnest money = 
$4,350 due at closing 


$266,671.43 original cost 


100% original cost + 12% profit = 112% sales 
price 


$298,672 sales price 
original cost x 112% 


$298,672 + 112% = $266,671.43 original cost 


$125,000 value 
$11,250 annual net income 


value x 9% 


$11,250 + 9% = $125,000 value 


$23.33 rent proration 


30 days in September — 28 day of closing = 2 days 
due 


$350 monthly rent + 30 days = $11.666667 per 
day x 2 days = $23.33 rent proration 


ANSWER KEY FOR REAL ESTATE MATH 
PRACTICE PROBLEMS 


7. C $1,194.00 total cost 


10. 


4" + 12 = 0.333' 

Concrete: 40' x 15' x 0.333' = 199.8 cubic feet 
199.8 + 27 = 7.4 cubic yards 

7.4 x $60 per cubic yard = $444 

Labor: 40' x 15' = 600 square feet 

600 x $1.25 per square foot = $750 

$444 concrete + $750 labor = $1,194.00 total cost 


$51,000 sales price 


$47,300 net to seller + $1,150 closing costs = 
$48,450 seller’s dollars after commission 


100% sales price — 5% commission = 95% seller’s 
percentage after commission 


$48,450 seller's dollars after commission 


sales price x 95% 
$48,450 + 95% = $51,000 sales price 


$652.08 average monthly rent 
$75,000 gross annual sales — $50,000 = $25,000 


gross annual sales subject to 2.5% 


annual percentage rent 


$25,000 gross sales X 2.5% 


subject to the percentage 


$25,000 x 2.5% = $625 annual percentage rent 


$625 annual percentage rent + 12 months = 
$52.08 monthly percentage rent 


$600 monthly minimum rent + $52.08 monthly 
percentage rent = $652.08 average monthly rent 
24% 
$825 monthly rent x 12 months = $9,900 annual 
rent 
$9,900 annual rent 
$41,000 X 


annual income 


percent of 
annual income 


$9,900 + $41,000 = 0.241 or 24% (rounded to the 


nearest percent) 
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$2,916 commission to listing broker’s sales 
associate 


full commission 


x 6% 


$324,000 x 6% = $19,440 full commission 
$19,440 + 2 brokers = $9,720 each broker's 


commission split 


$324,000 sales price 


listing broker’s sales associate’s commission 


$9,720 broker’s commission split X 30% 
$9,720 x 30% = $2,916 sales associates commission 


10,626.625 square feet 


6" + 12 =0.5' 
0.5'+75' = 75.5' frontage 
9" +12 =0.75' 


0.75' + 140" = 140.75" depth 
140.75' x 75.5' = 10,626.625 square feet 


$1,736,000 value 


$775 monthly rent x 28 units x 12 months = 
$260,400 annual scheduled gross income 


$260,400 — 5% vacancy rate = $247,380 annual 


effective gross income 


$247,380 — $82,460 annual expenses = $164,920 


annual net operating income 


$164,920 annual net operating income 


property value xX 9.5% 
$164,920 + 9.5% = $1,736,000 property value 


$72.60 interest due 
Seller owes buyer 10 days (August 1 through 
August 10) 


annual interest 


X 6% 


$43,580 x 6% = $2,614.80 annual interest 


$2,614.80 annual interest + 360 days = $7.263 per 
day 


$7.263 x 10 days = $72.63 interest due 


$43,580 loan balance 


15. 


16. 


17. 


18. 


$5,512.50 points and origination fee 


2.5 loan discount points + 1 point origination fee = 


3.5 points 


loan 


$175,000 sales price X 90% 


$175,000 x 90% = $157,500 loan 
discount points and origination fee 


$157,500 loan X 3.5% 


$157,500 loan x 3.5% = $5,512.50 points and 


origination fee 


$316.66 interest 


annual interest 


$5,000 loan X 9.5% 


$5,000 loan x 9.5% = $475 annual interest 
$475 + 12 months = $39.583 monthly interest 
$39.583 x 8 months = $316.664 interest or $316.66 


(rounded to the nearest cent) 


27,225 square feet per lot 

% = 1 + 8 = 0.125 for streets 

100 acres x 0.125 = 12.5 acres for streets 

100 acres — 12.5 acres for streets = 87.5 acres for lots 


87.5 x 43,560 square feet per acre = 3,811,500 
square feet buildable land 


3,811,500 + 140 lots = 27,225 square feet per lot 


$393.34 tax proration 
Seller owes the buyer January 1 to April 23 
31 January 
+28 February 
+31 March 
+22 April 


112 days due 


$1,282 annual tax + 365 days = $3.512 per day 


$3.512 x 112 days = $393.344 tax proration or 
$393.34 (rounded to the nearest cent) 


19. B $1,197.92 monthly NOI 


20. 


21. 


22. 


annual NOI 


$115,000 investment x 12.5% 


$115,000 x 12.5% = $14,375 annual NOI 
$14,375 + 12 months = $1,197.92 monthly NOI 
$3,877.50 sales associate’s commission 


broker’s commission 


$258,500 sales price X 24% 


$258,500 x 2% % = $6,462.50 broker’s commission 


sales associate’s commission 


$6,462.50 broker’s commission X 60% 


$6,462.50 x 60% = $3,877.50 salesperson’s 
commission 
20% profit 


348,480 square feet x $0.75 per square foot = 
$261,360 cost 


348,480 square feet + 43,560 = 8 acres 
8 acres x 2 lots per acre = 16 lots 
16 lots — 3 lots = 13 lots sold 
13 lots x $24,125 each = $313,625 total sales price 
$313,625 sales price — $261,360 cost = $52,265 
profit 
$52,265 profit 
$261,360 cost X 


percentage profit 
$52,265 + $261,360 = 0.199973 or 20% profit 


$1,444.46 landscaping proration 
May 1 through October 31 = 6 months or 180 days 


30 July 
=- 16 closing date 
14 days left in July 
+30 August 
+30 September 
+30 October 
104 days due 


$2,500 landscaping expense + 180 days = $13.889 
per day 


$13.889 x 104 days due = $1,444.456 or $1444.46 


landscaping proration (rounded to the nearest cent) 


23. 


24. 


25. 


26. 


27. 


28. 
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9% interest rate 


$450 semiannual interest x 2 = $900 annual interest 


$900 annual interest 


$10,000 loan X 


interest rate 


$900 annual interest + $10,000 loan = 0.09 or 9% 
interest rate 

117,600 cubic feet 

120' x 80' = 9,600 square feet in building 


9,600 — 1,200 square feet for office = 8,400 square 
feet left in warehouse 


8,400 x 14-foot ceiling = 117,600 cubic feet left in 
warehouse 


$571,500 price 
$68,580 annual NOI 


price X 


$68,580 + 12% = $571,500 price 


12% cap rate 


$77.90 interest proration 
Seller owes buyer 19 days (April 1 through April 19) 


annual interest 


$18,450 loan balance X 8% 


$18,450 x 8% = $1,476 
$1,476 annual interest + 360 days = $4.10 per day 
$4.10 x 19 days = $77.90 interest proration 


$17,625 today’s value 


100% cost + 17.5% total appreciation = 117.5% 
today’s value 


today’s value 


117.5% 


$15,000 original cost X 
$15,000 x 117.5% = $17,625 today’s value 


10,120 buildable square feet left 

Front and back setbacks are 25' + 10' = 35' 
150' depth — 35' setback = 115' left 

Side setbacks are 6' + 6" = 12" 

100' frontage — 12' = 88' left 

115' x 88' = 10,120 buildable square feet left 


480 


30. 


31. 


32. 
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$13,000 annual rent 


$1,000 monthly minimum rent x 12 months = 
$12,000 annual minimum rent 


$150,000 annual sales — $100,000 = $50,000 annual 
sales subject to 2% 


annual percentage rent 


X 2% 


$50,000 annual sales 


$50,000 x 2% = $1,000 
$12,000 annual minimum rent + $1,000 annual 


percentage rent = $13,000 annual rent 


$4,252.93 tax proration 


Seller owes buyer January 1 to August 29 


31 January 
+28 February 
+31 March 
+30 April 
+31 May 
+30 June 
+31 July 
+28 August 


240 days due 


$6,468 annual tax + 365 days = $17.72055 per day 
$17.72055 x 240 days = $4,252.93 tax proration 


$23,595 sales price 

1.25 acres x 43,560 = 54,450 square feet 
54,450 + 150' deep = 363’ frontage 

363' x $65 per front foot = $23,595 sales price 


$80,000 sales price 
$5,200 full commission 
6.5% 


sales price xX 


$5,200 full commission + 6.5% = $80,000 sales 
price 


33. D 


34. 


23; 


36. 


$115,980 loan 


$60,000 annual salary + 12 months = $5,000 
monthly salary 


monthly PITI 
$5,000 monthly salary X 25% 


$5,000 x 25% = $1,250 monthly PITI 


$678.24 annual taxes and insurance + 12 months = 


$56.52 monthly TI 


$1,250 monthly PITI — $56.52 monthly TI = 
$1,193.48 monthly PI 


$1,193.48 monthly PI payment + $10.29 = 
115.9845 or 115.98 (rounded to the nearest cent) 


115.98 x $1,000 = $115,980 loan 


$46,588.50 construction cost 
29' x 34' x 17' = 16,762 cubic feet in house 
29' x 34' x 8' + 2 = 3,944 cubic feet in attic 


16,762 cubic feet + 3,944 cubic feet = 20,706 cubic 
feet total 


20,706 x $2.25 per cubic foot = $46,588.50 


construction cost 


$6,000 NOI 


NOI 
$50,000 investment X 


12% cap rate 
$50,000 x 12% = $6,000 NOI 


$8,500 loan 
$65.53 monthly interest x 12 months = $786.36 


annual interest 


$786.36 annual interest 


loan X 


$786.36 + 9.25% = $8,501.19 (rounded to the 
nearest cent) = $8,500 loan rounded to the nearest 


hundred dollars. 


9.25% interest rate 


37. C 27% 


38. 


39; 


40. 


$20,500 cost of lot + $133,000 cost of home = 
$153,500 total cost 


$194,550 sales price — $153,500 total cost = 
$41,050 profit 


$41,050 profit 
$153,500 total cost X 


% profit 


$41,050 + $153,500 = 0.267 or 27% profit 


(rounded to the nearest percent) 


$2,275 rent proration 


30 November 
-4 day of closing 
26 days due 


$875 monthly rent x 3 units = $2,625 monthly rent 
$2,625 + 30 days = $87.50 per day 
$87.50 x 26 days = $2,275 rent proration 


$441,400 estimated value 
$1,530 monthly expenses x 12 months = $18,360 


annual expenses 


$62,500 annual gross income — $18,360 annual 
expenses = $44,140 NOI 


$44,140 NOI 


estimated value X 10% cap rate 


$44,140 + 10% = $441,400 estimated value 


$745,800 appreciated property value 
100% cost + 32% appreciation = 132% appreciated 
property value 


appreciated property value 


$565,000 cost X 
of property 


132% appreciation 


$565,000 cost x 132% = $745,800 appreciated 


property value 


ál. 


42. 


43. 


44. 


45. 
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$310,000 sales price 


$121,600 seller’s net + $31,000 closing costs + 
$135,700 loan payoff = $288,300 sellers dollars after 


commission 


100% sales price — 7% commission = 93% seller’s 
dollars after commission 


$288,300 seller’s dollars after commission 


93% 


sales price x 
$288,300 + 93% = $310,000 sales price 


940 running feet 

125' + 350' + 125' + 350' — 10' gate = 940 running 
feet 

18% profit 

$9,500 cost x 4 parcels = $38,000 total cost 
$7,500 sales price x 6 parcels = $45,000 sales price 
$45,000 sales price — $38,000 cost = $7,000 profit 


$7,000 profit 
$38,000 cost X 


percentage profit 


$7,000 + $38,000 cost = 0.18421 or 18% profit 
(rounded to the nearest percent) 


$246,000 original cost 


100% cost + 20% total appreciation = 120% 
appreciated property value 


$295,200 appreciated property value 


original cost X 120% 


$295,200 + 120% = $246,000 original cost 


$2,072 monthly payment 


$60,000 annual salary + 12 months = $5,000 
monthly salary 


$5,000 + $2,400 monthly salary = $7,400 total 
monthly salary 


monthly payment 


$7,400 monthly salary xX 


28% 


$7,400 x 28% = $2,072 monthly payment 
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18% annual interest rate 


$5,588 payback (principal + interest) — $4,400 loan 
(principal) = $1,188 interest for 18 months 


$1,188 + 18 months = $66 monthly interest 
$66 x 12 months = $792 annual interest 
$792 annual interest 


$4,400 loan X 


annual interest rate 
$792 + $4,400 = 0.18 or 18% annual interest rate 


$51.75 per front foot 


$6,468.75 price + 125 front feet = $51.75 per front 
foot 


$2,437.98 monthly principal and interest 
payment 


$340,500 loan + $1,000 = 340.5 
340.5 x $7.16 = $2,437.98 monthly principal and 


interest payment 


49. 


50. 


$3,330 total commission 


commission 


first $50,000 of sales price X 6% 


$50,000 x 6% = $3,000 commission 


$61,000 sales price — $50,000 sales price at 6% = 
$11,000 sales price at 3% 


commission 


X 3% 


$11,000 of sales price above $50,000 


$11,000 x 3% = $330 commission 
$3,000 commission + $330 commission = $3,330 


total commission 


52% not taken up by house 


50' x 100' = 5,000 square feet of lot — 2,400 square 
feet of house = 2,600 square feet not taken up by 
house 


2,600 square feet not taken up by house 


5,000 square feet x 
of lot up by house 


percentage not taken 


2,600 + 5,000 = 0.52 or 52% not taken up by house 


PRACTICE EXAMINATIONS 


‘The practice examinations included here are intended to be a review of the Modern Real 
Estate Practice course. While they are not designed to exactly imitate real estate licensing 
exams (which may emphasize some concepts and ignore others), knowledge of the principles 
presented in this book forms a solid foundation for preparing for a licensing exam. 


The answer key for these sample examinations includes the relevant unit from which each 
question was drawn. Questions that involve mathematical calculations in addition to one or 
more real estate concepts will refer you to the math skills review in “Math FAQs.” If your 
answer is not correct, it is advisable to restudy the suggested material. Note that proration 
calculations here are based on a 30-day month unless otherwise stated. Additionally, decimals are 
rounded to two places, or the nearest cent. 
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PRACTICE EXAM 1 


Which of the following is a lien on real estate? 
A. Recorded easement 

B. Recorded mortgage 

C. Encroachment 

D. Deed restriction 


. A sales contract was signed by a minor. Which 
term describes this contract? 


A. Voidable 

B. Breached 
C. Discharged 
D. Void 


. A real estate professional receives a check for 
earnest money from a buyer and deposits the 
money in the real estate professional’s personal 
interest-bearing checking account over the 
weekend. This action exposes the real estate 
professional to a charge of 

A. commingling. 

B. novation. 

C. subrogation. 

D. accretion. 


. A borrower takes out a mortgage loan that 
requires monthly payments of $875.70 for 

20 years and a final payment of $24,095. This is 
what type of loan? 

A. Wraparound 

B. Accelerated 

C. Balloon 

D. Variable 


If a borrower computed the interest charged for 
the previous month on a $260,000 loan balance 
as $1,300, what is the borrower's interest rate to 
the nearest half percent? 


A. 6% 
B. 6⁄2% 
C. 5% 
D. 5%% 


6. A real estate professional signs a contract with 


a buyer. Under the contract, the real estate 
professional agrees to help the buyer find a 
suitable property and to represent the buyer in 
negotiations with the seller. The buyer may not 
sign an agreement with any other real estate 
professional. What kind of agreement has this 
real estate professional signed? 

A. Exclusive buyer listing agreement 

B. Exclusive buyer representation agreement 
C. Open buyer agency agreement 

D. Option contract 


. A grantor conveys property by delivering a deed. 


The deed contains five covenants. This is MOST 
likely 

A. a general warranty deed. 

B. a quitclaim deed. 

C. a bargain and sale deed. 

D. a deed in trust. 


. A real estate professional does not show 


non-Asian clients any properties in several 

traditionally Asian neighborhoods. The real estate 

professional bases this practice on the need to 
preserve the valuable cultural integrity of Asian 
immigrant communities. Which statement is 

TRUE regarding the real estate professional’s 

policy? 

A. The real estate professional’s policy is steering 
and violates federal and state fair housing 
laws regardless of motivation. 

B. Because the real estate professional is not 
attempting to restrict the rights of any 
single minority group, the practice does not 
constitute steering. 

C. ‘The real estate professional’s policy is 
steering, but it does not violate the fair 
housing laws because cultural preservation is 
the motive, not exclusion or discrimination. 

D. ‘The real estate professional’s policy has the 
effect, but not the intent, of steering. 
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10. 


11. 


12. 


13. 


14. 


Practice Exam 1 


A woman grants a life estate to her son-in-law 15. 


and stipulates that, upon his death, the title to the 
property will pass to her grandson. The grandson’s 
interest is known as 

A. a remainder. 

B. a reversion. 

C. an estate at sufferance. 

D. an estate for years. 


A primary benefit of property held in joint 


tenancy is 16. 


A. ownership by a maximum of two people. 

B. the fractional interests of the owners, which 
can be different. 

C. the fact that additional owners may be added 
later. 

D. the right of survivorship. 


A licensed real estate sales associate has a written 
contract with the employing broker that specifies 


that the sales associate will not be treated as 17: 


an employee for federal tax purposes. The sales 
associate’s entire income is from sales commissions 
rather than an hourly wage. Based on these facts, 
the sales associate will be treated by the IRS as 

A. areal estate assistant. 

B. an employee. 

C. asubagent. 

D. a qualified real estate agent. 


The states in which the owner gives up legal title of 


mortgaged real estate are known as 18. 


title theory states. 
B. lien theory states. 
C. statutory title states. 
D. strict title forfeiture states. 


The form of tenancy that will expire on a specific 
date is 

A. ajoint tenancy. 

B. a tenancy for years. 

C. a tenancy at sufferance. 


D. a tenancy by the entirety. 19. 


A large home that lacks sufficient indoor plumbing 
suffers from which condition? 

A. Functional obsolescence 

B. Curable physical deterioration 

C. Incurable physical deterioration 

D. External obsolescence 


A developer built a structure that has six stories. 

Several years later, an ordinance was passed in that 

area banning any building six stories or higher. 

This building is 

A. a nonconforming use. 

B. a situation in which the structure would have 
to be demolished. 

C. aconditional use. 

D. a violation of the zoning laws. 


Assuming that the listing agent and the selling 
agent in a transaction split their commission 
equally, what was the sales price of the property 
if the commission rate was 5.5% and the listing 
agent received $12,584? 


A. $228,800 
B. $242,871 
C. $457,600 
D. $692,120 


A real estate broker specializes in helping both 
buyers and sellers with the necessary paperwork 
involved in transferring property. Although not an 
agent of either party, the broker may not disclose 
either party’s confidential information to the other. 
The broker is BEST described as 

A. a buyers broker. 

B. an independent contractor. 

C. a dual agent. 


D. a transaction broker. 


Three friends owned a house as joint tenants. In 

the year 2009, one died. Last month, another 

died. Based on these facts, which of the following 

correctly describes the surviving friend’s ownership 

interest in the house? 

A. Joint tenancy with the deceased owners’ heirs 

B. Tenancy in common with the deceased 
owners’ heirs 

C. Severalty 

D. Partitioned tenancy by the entirety 


The listing and selling brokers agree to split a 7% 
commission 50-50 on a $295,900 land sale. The 
listing broker gives the listing sales associate 50% 
of the listing broker’s share, and the selling broker 
gives the selling sales associate 65% of that share. 
How much does the selling sales associate earn 
from the sale after deducting expenses of $1,300? 
Round your answer to the nearest cent. 

A. $5,178.00 

B. $5,431.73 

Cy $6,731.73 

D. $10,356.50 


20. 


21. 


22. 


23. 


24. 


25. 


Private controls of land use include 
A. zoning. 

B. deed restrictions. 

C. building codes. 


D. density requirements. 


A seller wants to net $165,000 from the sale of a 
house after paying the broker’s fee of 6% and other 
closing costs of $2,635. The seller’s gross sales price 
will be 


A. $152,465. 
B. $152,623. 
C. $174,900. 
D. $178,335. 


‘Three acres equals how many square feet? 


A. 43,560 


B. 130,680 
C. 156,840 
D. 27,878,400 


A buyer is purchasing a condominium unit in a 
subdivision and obtains financing from a local 
bank. In this situation, which term BEST describes 
this buyer? 


A. Vendor 

B. Mortgagor 
C. Grantor 
D. Lessor 


The current value of a property is $140,000. The 
property is assessed at 40% of its current value for 
real estate tax purposes, with an equalization factor 
of 1.5 applied to the assessed value. If the tax rate 
is $4 per $100 of assessed valuation, what is the 
amount of tax due on the property? 


A. $840 
B. $2,100 
C. $2,240 
D. $3,360 


A building was sold for $260,000, with the 
purchaser putting 10% down and obtaining a loan 
for the balance. The lending institution charged a 
1% loan origination fee. What was the total cash 
used for the purchase? 


A. $2,340 

B. $23,400 
C. $26,000 
D. $28,340 


26. 


27. 


28. 


29. 


30. 
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Practice Exam 1 


A parcel of vacant land has an assessed valuation 
of $274,550. If the assessment is 85% of market 
value, what is the market value? 


A. $315,732 
B. $320,000 
C. $323,000 


D. $1,830,333 
Which of the following BEST describes a 


capitalization rate? 

A. Amount determined by the gross rent 
multiplier 

B. Rate of return an income property will 
produce 

C. Mathematical value determined by a sales price 

D. Rate at which the amount of depreciation in a 
property is measured 


A parcel of land described as “the NW and 

the SW of Section 6, T4N, R8W of the Third 
Principal Meridian” was sold for $875 per acre. 
The listing agent will receive a 5% commission 
on the total sales price. How much will the agent 
receive? 


A. $1,750 
B. $5,040 
C. $14,000 
D. $15,040 


If a house was sold for $360,000 and the buyer 
obtained a mortgage loan for $288,000, how 
much money would the buyer pay in discount 
points if the lender charged two points? 


A. $5,760 


B. $6,000 
C. $6,600 
D. $7,200 


The commission rate is 7% on a sale of $250,000. 
What is the dollar amount of the commission? 


A. $1,750 
B. $3,571 
C. $17,500 
D. $35,000 
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31. 


32. 


33. 


34. 


35. 


Practice Exam 1 


A prospective buyer signs an offer to purchase a 

residential property. The offer will automatically 

terminate if 

A. the buyer signs a written offer to buy a 
different house. 

B. the buyer revokes the offer after acceptance by 
the seller. 

C. the seller receives a better offer from another 
buyer. 

D. the seller makes a counteroffer. 


A buyer purchased a home under a land contract. 
Until the contract is paid in full, or the buyer 
meets statutory requirements, the buyer 

A. holds legal title to the premises. 

B. has no legal interest in the property. 

C. possesses a legal life estate in the premises. 

D. has equitable title in the property. 


A buyer and a seller sign a contract for the sale 

of real property. A few days later, they decide to 
change many of the terms of the contract, while 
retaining the basic intent to buy and sell. The 
process by which the new contract replaces the old 
one is called 

A. assignment. 

B. novation. 

C. assemblage. 


D. rescission. 


Using the services of a mortgage broker, a buyer 
borrowed $25,000 from a private lender. After 
the loan costs were deducted, the buyer received 
$24,255. What is the face amount of the note? 
A. $645 

B. $4,255 

C. $24,255 

D. $25,000 


Whose signature is necessary for a signed offer to 
purchase real estate to become a contract? 

A. Buyers only 

B. Buyers and seller’s 

C. Sellers only 

D. Sellers and sellers agent’s 


36. 


37. 


38. 


39. 


40. 


A borrower has just made the final payment on a 

mortgage loan. Regardless of this fact, the records 

will still show a lien on the mortgaged property 

until which event occurs? 

A. A mortgage satisfaction document is recorded. 

B. A reconveyance of the mortgage document is 
delivered to the mortgage holder. 

C. A novation of the mortgage document takes 
place. 

D. An estoppel of the mortgage document is 
filed with the clerk of the county in which the 
mortgagee is located. 


If the annual net income from a commercial 
property is $75,000 and the capitalization rate 
is 8%, what is the property worth if the income 
approach is used? 


A. $600,000 
B. $694,000 
C. $810,000 
D. $937,500 


A real estate professional enters into a listing 
agreement with a seller in which the seller will 
receive $120,000 from the sale of a vacant lot and 
the real estate professional will receive any sale 
proceeds exceeding that amount. This is what type 
of listing? 


A. Exclusive agency 

B. Net 

C. Exclusive right to sell 
D. Multiple 


Under a cooperative form of ownership, an owner 

A. is a shareholder in the corporation. 

B. owns the unit outright and a share of the 
common areas. 

C. will have to take out a new mortgage loan on a 
newly acquired unit. 

D. receives a fixed-term lease for the unit. 


A known defect or a cloud on the title to property 
may be cured by 

A. obtaining quitclaim deeds from all appropriate 
parties. 

recording the title after closing. 

paying cash for the property at the settlement. 
purchasing a title insurance policy at closing. 


SOF 


á]. 


42. 


43. 


44, 


45, 


A seller signed an exclusive right-to-sell agreement 
with a real estate professional. If the seller finds a 
suitable buyer with no assistance, the real estate 
professional is entitled to 

A. full compensation from the buyer. 

B. no compensation from the seller. 

C. partial compensation. 

D. full compensation from the seller. 


Under the terms of a net lease, a commercial 
landlord would usually be responsible for paying 
A. maintenance expenses. 

B. mortgage debt service. 

C. fire and extended-coverage insurance. 

D. real estate taxes. 


The Civil Rights Act of 1866 prohibits 
discrimination based on 

A. sex. 

B. religion. 

C. race. 

D. familial status. 


What would it cost to put new carpeting in a 
room measuring 45 feet by 20 feet if the carpet 
costs $16.95 per square yard, plus a $250 
installation charge? 

A. $1,250 

B. $1,695 

C. $1,945 

D. $15,255 


What is the difference between a general lien and a 

specific lien? 

A. A general lien cannot be enforced in court, 
while a specific lien can. 

B. A specific lien is held by only one person, 
while a general lien must be held by two or 
more people. 

C. A general lien is a lien against personal 
property, while a specific lien is a lien against 
real estate. 

D. A specific lien is a lien against a certain parcel 
of real estate or other property, while a general 
lien covers all of a debtor’s property. 


46. 


47. 


48. 


49, 
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Practice Exam 1 


In an option to purchase real estate, which 

statement is TRUE of the optionee? 

A. The optionee must purchase the property 
but may do so at any time within the option 
period. 

B. ‘The optionee is limited to a refund of the 
option consideration if the option is exercised. 

C. The optionee cannot obtain third-party 
financing on the property until after the 
option has expired. 

D. The optionee has no obligation to purchase the 
property during the option period. 


A village board has decided that a parking lot near 
the central business district would enhance the 
beauty, safety, and vitality of the community by 
keeping cars from parking on the busiest streets. 
Unfortunately, a house is located on part of the 
land best suited for the new parking lot. Based on 
these facts, which statement is TRUE? 

A. The homeowner’s constitutional right to own 
property cannot be infringed by the village 
under any circumstances. 

B. The village may tear down the house and build 
the parking lot without paying the homeowner 
any compensation, through the village's 
constitutional authority under the takings 
clause. 

C. The village may tear down the house if it first 
pays the homeowner fair value after meeting 
legal requirements. 

D. The village may not seize the house because it 
has insufficient reason to do so. 


How many acres are there in the N% of the SW! 
and the NE’ of the SE of a section? 


A. 20 
B. 40 
C. 80 
D. 120 


A home is the smallest in a neighborhood of large, 
expensive houses. The effect of the other houses on 
the value of the small home is known as 

A. regression. 

B. progression. 

C. substitution. 

D. contribution. 
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50. 


51. 


52. 


53. 


Practice Exam 1 


A lien that arises as a result of a judgment, estate 
or inheritance taxes, a decedent’s debts, or federal 
taxes is what type of lien? 

A. Specific 

B. General 

C. Voluntary 

D. Equitable 


An offer to purchase real estate is terminated by 

A. acceptance of the offer within the prescribed 
period. 

B. revocation by the offeror communicated to the 
offeree before acceptance. 

C. acceptance of the offer by the offeree. 

D. change of address by the offeror or offeree. 


Two homeowners are joint tenants. One of the 
owners sells that interest to another person. What 
is the remaining owner's relationship to the new 
tenant regarding the property? 

Joint tenants 

Tenants in common 

Tenants by the entirety 

No relationship, because he cannot sell his 
joint tenancy interest 


oe 


Two friends enter into a six-month oral lease. If 

one friend defaults, the other may 

A. not bring a court action because leases must be 
in writing for a court to review them. 

B. not bring a court action because the statute of 
frauds governs six-month leases. 

C. bring a court action because six-month leases 
need not be in writing to be enforceable. 

D. bring a court action because the statute of 
limitations does not apply to oral leases, 
regardless of their term. 


54. 


55. 


56. 


57. 


On Monday, a prospective buyer offers to purchase 
a vacant lot for $25,000. On Tuesday, the owner 
counteroffers to sell the lot for $29,000. On 
Friday, the owner withdraws the counteroffer 

and accepts the buyer’s original offer of $25,000. 

Under these circumstances, which statement is 

TRUE? 

A. A valid agreement exists because the seller 
accepted the buyer’s offer exactly as it was 
made, regardless of the fact that it was not 
accepted immediately. 

B. A valid agreement exists because the seller 
accepted before the buyer provided notice that 
the offer was withdrawn. 

C. No valid agreement exists because the buyer’s 
offer was not accepted within 72 hours of its 
having been made. 

D. No valid agreement exists because the seller’s 
counteroffer was a rejection of the buyer’s 
offer, and once rejected, it cannot be accepted 
later. 


A homeowner's neighbors use the homeowner's 
driveway to reach their garage, which is on their 
property. The homeowner's attorney explains that 
the neighbors have the right to use the driveway. 
The homeowner's property is 

A. the dominant tenement. 

B. the servient tenement. 

C. the fee simple defeasible estate. 

D. the fee simple determinable estate. 


If the quarterly interest at 7.5% is $562.50, what 
is the principal amount of the loan? 


A. $7,500 
B. $15,000 
C. $30,000 
D. $75,000 


A deed conveys ownership to the grantee “so long 

as the existing building is not torn down.” What 

type of estate does this deed create? 

A. Fee simple determinable estate 

B. Homestead estate 

C. Fee simple absolute estate 

D. Life estate pur autre vie, with the measuring 
life being the building’s expected structural 
lifetime 


58. 


59. 


60. 
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If the mortgage loan is 80% of the appraised value 
of a house and the interest rate of 6% amounts 

to $460 for the first month, what is the appraised 
value of the house? 


A. $55,200 
B. $73,600 
C. $92,000 
D. $115,000 


Local zoning ordinances have an indirect effect on 
A. height of buildings in an area. 

B. density of population. 

C. appropriate use of buildings in an area. 

D. market value of a property. 


A real estate professional took a listing and later 
discovered that the client had been declared 
incompetent by a court. What is the current status 
of the listing? 

A. The listing is unaffected because the real estate 
professional acted in good faith as the owner's 
agent. 

B. The listing is of no value to the real estate 
professional because the contract is void. 

C. The listing entitles the real estate professional 
to collect a commission from the client’s 
guardian or trustee if the real estate 
professional produces a buyer. 

D. The listing must be renegotiated between the 
real estate professional and the client, based on 
the new information. 


After a borrower's default on home mortgage 
loan payments, the lender obtained a court order 
to foreclose on the property. At the foreclosure 
sale, the property sold for $164,000; the unpaid 
balance on the loan at the time of foreclosure was 
$178,000. If state law permits, what must the 
lender do to recover the $14,000 that the borrower 
still owes? 

A. Sue for specific performance 

B. Sue for damages 

C. Seek a deficiency judgment 

D. Seek a judgment by default 


62. 


63. 


64. 
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Practice Exam 1 


Which activity is forbidden by the federal Fair 

Housing Act? 

A. Limitation by religion and nationality in 
the sale of a single-family home where the 
property is listed by a licensed real estate 
professional 

B. Limitation to members only in noncommercial 
lodgings of a private club 

C. Limitations against familial status and 
disability in the rental of a unit in an 
owner-occupied three-family dwelling when 
no discriminatory advertising is used 

D. Limitation by religion and sex in 
noncommercial housing in a convent or 
monastery 


A buyer purchases a $137,000 property, depositing 
$3,000 as earnest money. The buyer obtains a 75% 
loan-to-value (LTV) loan with no additional items 
to be prorated and no closing costs to the buyer. 
How much more cash will the buyer need at the 
settlement? 


A. $31,250 
B. $33,500 
C. $34,250 
D. $37,250 


A real estate professional arrives to present a 
purchase offer to a seller who is seriously ill and 
finds the seller’s two adult children also present. 
The children angrily urge the seller to accept the 
offer, even though it is much less than the asking 
price for the property. If the seller accepts the offer, 
the seller may not be bound by it because 

A. the real estate professional improperly 
presented an offer that was less than the asking 
price. 

B. the real estate professional’s failure to protect 
the seller from the children constituted a 
violation of the real estate professional's 
fiduciary duties. 

C. the seller’s rights under the ADA have been 
violated by the seller’s children. 

D. the seller was under undue influence from the 
seller’s children, so the contract is voidable. 
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Practice Exam 1 


A property is sold. The deed of conveyance 
contained only the following guarantee: “This 
property was not encumbered during the time the 
seller owned it except as noted in this deed.” What 
type of deed makes such a covenant? 

A. General warranty 

B. Special warranty 

C. Bargain and sale 

D. Quitclaim 


An unmarried couple own a parcel of real estate. 
Each owns an undivided interest, with one owning 
one-third and the other owning two-thirds. The 
form of ownership under which the couple own 
their property is 

A. severalty. 

B. joint tenancy. 

C. tenancy at will. 

D. tenancy in common. 


A buyer agrees to purchase a house for $184,500. 
The buyer pays $2,000 as earnest money and 
obtains a new mortgage loan for $167,600. 

‘The purchase contract provides for a March 15 
settlement. The buyer and the sellers prorate the 
current year’s real estate taxes of $1,880.96, which 
have been prepaid. The buyer has additional 
closing costs of $1,250, and the sellers have other 
closing costs of $850. How much cash must the 
buyer bring to the settlement? 


A. $16,389.09 
B. $17,639.10 
C. $17,839.09 
D. $19,639.10. 


68. 


69. 


70. 


ale 


A real estate professional listed a house for 
$247,900. A member of a racial minority group 
saw the house and was interested in it. When the 
prospective buyer asked the real estate professional 
the price of the house, the real estate professional 
said that it was listed for $253,000 and that the 
seller was very firm on the price. Under the federal 
Fair Housing Act of 1968, such a statement is 

A. legal because the law requires only that the 
buyer be given the opportunity to buy the 
house. 

B. legal because the representation was made by 
the real estate professional and not directly by 
the owner. 

C. illegal because the difference in the offering 
price and the quoted price was greater 
than 10%. 

D. illegal because the terms of the potential sale 
were changed for the prospective buyer. 


Property was placed in a trust. When the owner 
died, the owner’s will directed the trustee to sell 
the property and distribute the proceeds of the sale 
to the named heirs. The trustee sold the property 
in accordance with the will. What type of deed 
was delivered at settlement? 

A. Trustee’s deed 

B. ‘Trustor’s deed 

C. Deed of trust 

D. Reconveyance deed 


An appraiser has been hired to prepare an appraisal 
report of a property for loan purposes. The 
property is an elegant old mansion that is now 
used as a restaurant. Which approach to value 
should the appraiser probably give the greatest 
weight when making this appraisal? 

A. Income 

B. Sales comparison 

C. Depreciated cost 

D. Functional obsolescence 


A borrower applies for a mortgage, and the loan 

officer suggests that the borrower consider a term 

mortgage loan. Which statement BEST explains 

what the loan officer means? 

A. All the interest is paid at the end of the term. 

B. The debt is partially amortized over the life of 
the loan. 

C. The length of the term is limited by state law. 

D. The entire principal amount is due at the end 
of the term. 


72. 


73. 


74. 


75. 


76. 


Ts 


A condominium community has a swimming 78. 
pool, sauna, and tennis courts. These facilities are 
MOST likely owned by 
A. the condominium board. 
B. the corporation in which the unit owners hold 
stock. 
C. the unit owners in the form of proportional 
divided interests. 
D. the unit owners in the form of percentage 
undivided interests. 
At closing for a typical real estate transaction, the 
buyer’s earnest money deposit is 
A. acredit to the buyer only. 
B. a credit to the seller, debit to the buyer. 
C. acredit to the buyer and the seller. 79. 


D. a debit to the buyer only. 


At closing for a typical real estate transaction, 
property tax not yet due is 

A. acredit to the buyer, debit to the seller. 
B. a credit to the seller only. 

C. a debit to the seller only. 

D. a debit to the buyer, credit to the seller. 


Real property can become personal property by 
the process known as 

A. annexation. 

B. severance. 

C. hypothecation. 

D. accretion. 


A property owners gives a friend permission to 
park a camper in the yard for a few weeks. The 
friend is not charged rent for the use of the yard. 
‘The property owner has given the friend 

A. a revocable trust. 

B. an estate for years. 

C. a license, 

D. a permissive encroachment. 


What is the cost of constructing a fence 6 feet, 6 
inches, high around a lot measuring 90 feet by 175 
feet, if the cost of erecting the fence is $1.25 per 
linear foot and the cost of materials is $0.825 per 
square foot of fence? Round your answer to the 
nearest cent. 

A. $1,752.62 

B. $2,054.63 

C. $2,084.62 

D. $3,504.63 


80. 
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Practice Exam 1 


A seller signs a listing agreement with a real estate 
professional. A second real estate professional 
from a different firm obtains a buyer for the 
property, and the first real estate professional does 
not receive a commission. The first real estate 
professional does not sue the seller, even though 
the seller compensated the second real estate 
professional. The listing agreement between the 
seller and the first real estate professional was 
probably which type? 

A. Exclusive right to sell 

B. Open 

C. Exclusive agency 

D. Dual agency 


Antitrust laws allow 

A. companies to agree on fees charged to sellers. 

B. professionals to allocate markets based on the 
value of homes. 

C. companies to allocate markets based on the 
location of commercial buildings. 

D. brokers to impose a standard commission 
rate on all transactions handled by the sales 
associates employed by the office. 


A tenant leased an apartment from a property 
owner. Because the owner failed to perform 
routine maintenance, the apartment building’s 
central heating plant broke down in the fall. 

The owner neglected to have the heating system 

repaired, and the tenant had no heat for the first 

six weeks of winter. The tenant reported this 

problem repeatedly to the owner. Although eight 
months remained on his lease, the tenant moved 
out of the apartment and refused to pay any rent. 

If the owner sues to recover the outstanding rent, 

what would be the tenant’s BEST defense? 

A. Because the tenant lived in the apartment 
for more than 25% of the lease term, he was 
entitled to move out at any time without 
penalty. 

B. ‘The tenant was entitled to vacate the premises 
because the landlord’s failure to repair the 
heating system constituted abandonment. 

C. Because the apartment was made 
uninhabitable, the landlord’s actions resulted 
in actual eviction. 

D. The landlord’s actions resulted in constructive 
eviction. 


PRACTICE EXAM 2 


1. A tenant’s landlord plans to sell the building 
in which the tenant lives to the state so that 
a freeway can be built. The tenant’s lease has 


expired, but the landlord permits the tenant to 
stay in the apartment until the building is torn 
down. The tenant continues to pay the rent as 
prescribed in the lease. What kind of tenancy 


does this tenant have? 

A. Holdover tenancy 

B. Month-to-month tenancy 
C. Tenancy at sufferance 

D. Tenancy at will 


2. The owner of a house wants to fence the yard for 
the family pet. When the fence is erected, the 


fencing materials become real estate through 
A. severance. 

B. subrogation. 

C. annexation. 

D. attachment. 


3. A seller is interested in selling a house as quickly 
as possible and believes that the best way to do 
this is to have several real estate professionals 
compete against each other for the commission. 
‘The listing agreements with four different real 
estate professionals specifically promise that if 
one of them finds a buyer for the property, the 
seller will be obligated to pay a commission to 
that real estate professional only. What type of 


agreement has the seller entered into? 
A. Executed 

B. Discharged 

C. Unilateral 

D. Bilateral 


4, In some states, by paying the debt after a 


foreclosure sale, the delinquent borrower has the 
right to regain the property under which of the 


following? 

A. Novation 

B. Redemption 
C. Reversion 
D. Recovery 


. A country music singer who owns a cattle ranch 


enters into a sale-and-leaseback agreement with a 

local land developer. Which statement is TRUE 

of this arrangement? 

A. The singer retains title to the ranch. 

B. ‘The land developer receives possession of the 
property. 

C. The land developer is the lessor. 

D. The singer is the lessor. 


. A real estate professional is employed by a buyer. 


When the real estate professional finds a property 
that the buyer might be interested in buying, she 
is careful to find out as much as possible about 
the property’s owners and why their property 

is on the market. The real estate professional's 
efforts to keep the buyer informed of all facts 
that could affect a transaction is the duty of 

A. accounting. 

B. loyalty. 

C. confidentiality. 


D. disclosure. 


. A parcel of vacant land 80 feet wide and 200 feet 


deep was sold for $500 per front foot. How 
much money would a real estate professional 
receive as a 60% share of a 10% commission on 
the sale? 


A. $1,600 
B. $2,400 
C. $6,000 
D. $4,000 


The federal Fair Housing Act allows 

A. a property manager to refuse to rent an 
apartment to a Muslim couple who are 
otherwise qualified. 

B. a loan company to have a policy that 
home improvment loans are not made 
to individuals living in transitional 
neighborhoods. 

C. a real estate professional to decide to show 
an Asian family only property listings in 
neighborhoods with a majority of Asian 
residents. 

D. a woman's insistence on renting her spare 
bedroom only to another woman. 
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10. 


11. 


12. 


13. 


Practice Exam 2 


If a storage tank that measures 12 feet by 9 feet 
by 8 feet is designed to store gas that costs $1.82 
per cubic foot, what does it cost to fill the tank to 
one-half of its capacity? Round your answer to the 
nearest dollar. 


A. $685 
B. $786 
C. $864 
D. $1,572 


A buyer bought a house for $225,000. The house, 
which had originally cost $148,250, appraised 
for $210,500. Based on these facts, if the buyer 
applies for an 80% mortgage, what will be the 
amount of the loan? 


A. $118,600 
B. $168,400 
C. $180,000 
D. $196,750 


A purchaser offers to buy a seller’s property by 
signing a purchase contract. The seller accepts the 
offer. What kind of title interest does the buyer 
have in the property at this point? 

A. Legal 

B. Equitable 

C. Defeasible 

D. No title interest 


Which federal law requires that finance charges be 

stated as an annual percentage rate? 

A. Truth in Lending Act 

B. Real Estate Settlement Procedures Act 
(RESPA) 

C. Equal Credit Opportunity Act (ECOA) 

D. Fair Housing Act 


A seller signed a 90-day listing agreement with a 
real estate professional. Two weeks later, the seller 
was killed in an accident. What is the present 
status of the listing? 

A. ‘The listing agreement is binding on the seller’s 
estate for the remainder of the 90 days. 

B. Because the seller’s intention to sell was clearly 
defined, the listing agreement is still in effect 
and the real estate professional may proceed 
to market the property on behalf of the seller’s 
estate. 

C. The listing agreement is binding on the seller's 
estate only if the real estate professional can 
produce an offer to purchase the property 
within the remainder of the listing period. 

D. The listing agreement was terminated 
automatically when the seller died. 


14. 


15; 


16. 


A resident of Metro City conveys the ownership of 
an office building to a nursing home. The nursing 
home agrees that the rental income produced by 
the building will pay for the expenses of caring 

for the grantor’s parents. When both parents have 
died, ownership of the office building will revert to 
the grantor. The estate held by the nursing home is 
A. a remainder life estate. 

B. a legal life estate. 

C. a life estate pur autre vie. 

D. a temporary leasehold estate. 


A buyer signs a buyer representation agreement 

under which the real estate professional will 

help this client find a three-bedroom house in 

the $185,000 to $200,000 price range. A seller 

comes into the real estate professional’s office and 

signs a listing agreement to sell a two-bedroom 
condominium for $170,000. Based on these facts, 
which statement is TRUE? 

A. The buyer is the real estate professional’s 
client; the seller is the real estate professional’s 
customer. 

B. ‘The buyer is the real estate professional’s 
customer; the seller is the real estate 
professional’s client. 

C. While both the buyer and the seller are clients, 
the real estate professional owes the fiduciary 
duties of an agent only to the seller. 

D. Because both the buyer and the seller are the 
real estate professional's clients, the real estate 
professional owes the fiduciary duties of an 
agent to both. 


In a township, which statement is TRUE? 

A. Section 31 lies to the east of Section 32. 

B. Section 18 is by law set aside for school 
purposes. 

C. Section 6 lies in the northeast corner of the 
township. 

D. Section 16 lies to the north of Section 21. 


17. 


18. 


19. 


20. 


A real estate professional representing a seller is 21. 


asked by the client to make sure that the deed to 

the buyer does not reveal the actual sales price. In 

this case, the real estate professional 

A. must inform the client that only the actual 
price of the real estate may appear on the deed. 

B. may ask that a deed be prepared that shows 
only nominal consideration of $10. 

C. should inform the seller that either the full 
price should be stated in the deed or all 


references to consideration should be removed 22- 
from it. 
D. may show a price on the deed other than the 
actual price, provided that the variance is not 
greater than 10% of the purchase price. 
A real estate professional obtained a listing 
agreement to act as the agent in the sale of a 
house. An unrepresented buyer has been found for 
the property, and all agreements have been signed. 
As agent of the seller, the real estate professionalis 2>- 
responsible for which activity? 
A. Completing the buyer’s loan application 
B. Making sure that the buyer receives copies of 
all documents the seller is required to deliver 
to the buyer 
C. Ensuring that the buyer is qualified for the 
new mortgage loan 
D. Scheduling the buyer’s inspection of the 
property 
A broker’s employment agreement with a sales 24. 
associate provides a commission share of 65% to 
the sales associate. What is the sales associate's 
compensation if the sales price of a property 
is $895,000, the broker is entitled to a 612% 
commission, and there is no cooperating broker? 
A. $16,621.43 25. 
B. $34,905.00 
C. $37,813.75 
D. $58,175.00 


Which step is among those an appraiser would use 
in preparing a real property appraisal using the 
cost approach? 

Estimate the replacement cost of the 


improvements 

B. Deduct for the depreciation of the land and 
buildings 

C. Determine the original cost and adjust for 
depreciation 


D. Review the sales prices of comparable 
properties 
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When a mortgage lender provides the buyer with 

statements of all fees and charges the seller will 

incur, the lender is complying with requirements 

that originated under which federal law? 

A. Equal Credit Opportunity Act (ECOA) 

B. Truth in Lending Act (Regulation Z) 

C. Real Estate Settlement Procedures Act 
(RESPA) 

D. Fair Housing Act 


The landlord of an apartment building neglected 
to repair the building’s plumbing system. As a 
result, the apartments did not receive water. If a 
tenant’s unit becomes uninhabitable, what is the 
MOST likely result? 

A. Suit for possession 

B. Claim of constructive eviction 

C. Tenancy at sufferance 

D. Suit for negligence 


A property owner conveys a life estate to a cousin. 
Under the terms of the owner’s conveyance, the 
property will pass to the cousin’s children on the 
cousin’s death. Which interest in the property 
BEST describes that of the children during the 
cousin’s lifetime? 

A. Remainder 

B. Reversion 

C. Life estate pur autre vie 

D. Redemption 


At closing, prorations for unpaid real estate taxes 
are shown as 

A. acredit to the seller and a debit to the buyer. 
B. a debit to the seller and a credit to the buyer. 
C. acredit to both the seller and the buyer. 

D. a debit to both the seller and the buyer. 


What type of lease establishes a rental payment 
and requires the lessor to pay for the taxes, 
insurance, and maintenance on the property? 
A. Percentage 


B. Net 
C. Expense only 
D. Gross 
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27. 


28. 


29. 


Practice Exam 2 


A conventional mortgage loan closed on July 1 
for $165,000 at 3.75% interest amortized over 
25 years at $857.06 per month. Using a 360-day 
year and interest paid in arrears, what would the 
principal amount be after the monthly payment 
was made August 1? 

A. $164,936.30 

B. $164,484.38 

C. $164,142.94 

D. $164,658.57 


In the preceding question, what would the interest 
P £q 
portion of the payment be? 


A. $17.19 

B. $257.81 
C. $515.63 
D. $618.75 


A seller lists a home with a real estate professional 
for $220,000 but tells the real estate professional, 
who is acting as the seller’s agent, “Tve got to sell 
quickly because of a job transfer. If necessary, I 
can accept a price as low as $175,000.” The real 
estate professional tells a prospective buyer to 
offer $180,000 “because the seller is desperate to 
sell.” The seller accepts the buyer’s offer. In this 
situation, which statement is TRUE? 

A. The real estate professional violated an 
established agency relationship with the seller. 

B. ‘The real estate professional’s action did not 
violate any agency relationship with the seller 
because the real estate professional did not 
actually reveal the seller’s lowest acceptable 
price. 

C. ‘The real estate professional acted properly to 
obtain a quick offer on the seller’s property, in 
accordance with the seller’s instructions. 

D. The real estate professional violated established 
fiduciary duties toward the buyer by failing to 
disclose that the seller would accept a lower 
price than the buyer offered. 


Which of the following BEST describes the 

capitalization rate under the income approach to 

appraising real estate? 
Rate at which a property increases in value 

B. Rate of return a property earns as an 
investment 

C. Rate of capital required to keep a property 
operating most efficiently 

D. Maximum rate of return allowed by law on an 
investment 


30. 


31. 


32. 


33. 


34. 


At closing, the cost of the lender’s title insurance 
policy required for a new loan is usually shown as 
which of the following? 

A. Credit to the seller 

B. Credit to the buyer 

C. Debit to the seller 

D. Debit to the buyer 


An FHA-insured loan in the amount of $157,500 
at 4⁄2% for 30 years closed on July 17. The first 
monthly payment is due on September 1. Using a 
360-day year and assuming that interest is being 
paid for the day of closing, what was the amount 
of the interest payment the buyer had to make at 
the settlement? 


A. $19.69 

B. $275.63 
GC. $295.35 
D. $315.04 


If a home that sold for $342,500 three years ago is 
now valued at 127% of that sales price, what is its 
current market value? 


A. $364,750 
B. $395,000 
C. $424,500 
D. $434,975 


A buyer makes an offer on a property and the seller 
accepts. Three weeks later, the buyer announces 
that “the deal’s off” and refuses to go through with 
the sale. If the seller is entitled to keep the buyer’s 
earnest money deposit, there MOST likely is what 
kind of clause in the sales contract? 

A. Liquidated damages clause 

B. Contingent damages clause 

C. Actual damages clause 

D. Revocation clause 


A search of the public record regarding title to a 
property is MOST likely to provide information 
about which item? 

Encroachments 

Rights of parties in possession 

Inaccurate survey 

Mechanics’ liens 


Ot 


35. 


36. 


37. 


38. 


A rectangular lot is worth $193,600. This value 
is the equivalent of $4.40 per square foot. If 
one lot dimension is 200 feet, what is the other 
dimension? 

A. 110 feet 

B. 220 feet 

C. 400 feet 

D. 880 feet 


A real estate professional listed an agricultural 
property at an 8% commission rate. After the 
closing on the sale of the property had taken 
place, the seller discovered that the real estate 
professional had been listing other properties at a 
6% commission rate. Based on this information, 
which statement is TRUE? 

A. The real estate professional has done nothing 
wrong because a commission rate is always 
negotiable between the parties. 

B. If the real estate professional inflated the usual 
commission rate for the area, the real estate 
professional may be subject to discipline by 
the state real estate commission. 

C. The seller is entitled to rescind the transaction 
based on the principle of lack of reality of 
consent. 

D. The seller is entitled to a refund from the real 
estate professional of 2% of the commission. 


An apartment lessee has six months remaining on 
the lease. The monthly rent is $875. The lessee 
moves out of the apartment for four months, and 
a friend moves in. The friend pays the lessee a 
monthly rental of $700, and the lessee continues 
paying the full rental amount under the lease to 
the landlord. This is an example of 

A. subletting. 

B. assignment. 

C. rescission and renewal. 

D. surrender. 


One real estate professional asked another, “Will 
I have to prove that I was the procuring cause in 
order to collect a commission if my seller sells the 
property without my help?” The other real estate 
professional answered, “No, not if you have 

A. an option listing.” 

B. an open listing.” 

C. an exclusive agency listing.” 

D. an exclusive right-to-sell listing.” 


39. 


40. 


á]. 


42. 
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Practice Exam 2 


The capitalization rate on a property reflects 
(among other things) which factor? 

A. Risk of the investment 

B. Replacement cost of the improvements 
C. Real estate taxes 

D. Debt service 


An investor wants to buy an apartment building 

and wants to sell a factory to finance the purchase. 

The investor also wants to incur as little tax 

liability as possible. What is the best way to 

accomplish the investor’s goals? 

A. Buy the apartment building before selling the 
factory 

B. Pay more for the apartment building than the 
investor receives for the factory 

C. Exchange the factory for the apartment 
building 

D. Give the factory to a charity and use the tax 
write-off to purchase the apartment building 


After a buyer purchased a property from a seller, 
they both decided to rescind the recorded transfer. 
To do this, what must happen? 

A. The buyer must return the deed to the seller. 
B. The parties must record a notice of rescission. 
C. The parties must simply destroy the original 

deed in the presence of witnesses. 
D. The buyer must make a new deed to the seller. 


A farmer owns the W% of the NW of the 
NW of a section. The adjoining property can 
be purchased for $300 per acre. Owning all of the 
NW of the section would cost the farmer 


A. $6,000. 

B. $12,000. 
C. $42,000. 
D. $48,000. 
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Practice Exam 2 


A real estate professional received a deposit, along 
with a written offer from a buyer. The offer stated: 
“The offeror will leave this offer open for the 
seller’s acceptance for a period of 10 days.” On the 
fifth day, and before acceptance by the seller, the 
offeror notified the real estate professional that 
the offer was withdrawn and demanded the return 
of the deposit. Which statement is TRUE in this 
situation? 

A. The offeror cannot withdraw the offer; it must 
be held open for the full 10-day period, as 
promised. 

B. The offeror has the right to withdraw the offer 
and secure the return of the deposit any time 
before being notified of the seller’s acceptance. 

C. The offeror can withdraw the offer, and the 
seller and the real estate professional will each 
retain one-half of the forfeited deposit. 

D. While the offeror can withdraw the offer, the 
real estate professional is legally entitled to 
declare the deposit forfeited and retain all of it 
in lieu of the lost commission. 


A building’s owner pays a property manager an 
8⁄2% commission based on the unit’s annualized 
rent for each new tenant. Last year, the manager 
signed five new tenants—three at $795 per 
month, one at $1,200 per month, and one at $900 
per month. What was the total amount of the 
property manager's new-tenant commissions for 


that year? 

A. $381.23 
B. $2,952.90 
C. $3,685.47 
D. $4,574.70 


The monthly rent on a warehouse is $1 per cubic 
yard. Assuming the warehouse is 36 feet by 200 
feet by 12 feet high, what is the annual rent? 

A. $3,200 

B. $9,600 

C. $38,400 

D. $115,200 


46. 


47. 


48. 


49. 


If a veteran wishes to refinance a home by 

obtaining a VA-guaranteed loan and the lender 

insists on 342 discount points, which option is 

available to the veteran? 

A. Refinance with a VA loan, provided the lender 
charges no discount points 

B. Refinance with a VA loan, provided the lender 
charges no more than two discount points 

C. Be required to pay a maximum of 1% of the 
loan as an origination fee 

D. Proceed with the refinance loan and pay the 
discount points 


A parent owned property that was conveyed to 

an adult child “so long as no real estate broker 

or salesperson ever sets foot on the property.” 

If a broker or a salesperson visits the property, 

ownership will revert to the parent. Based on these 

two conveyances, which statement is TRUE? 

A. The child holds the property in fee simple 
determinable. 

B. The child holds the property in fee simple 
defeasible, subject to a condition subsequent. 

C. The child may not transfer ownership of the 
property without the parent’s permission. 

D. The parent has retained a right of re-entry with 
regard to the property. 


A real estate transaction has a closing date of 
November 15. The seller, who is responsible for 
costs up to and including the date of settlement, 
has already paid the property taxes of $11,160 for 
the calendar year. On the closing statement, the 
buyer will be 

A. debited $1,395. 

B. debited $9,765. 

C. credited $1,395. 

D. credited $9,765. 


A store owner wished to retire. A friend who 
wanted to operate a store agreed to take over the 
space and pay for the remaining seven years on 
the lease. The landlord agreed to the arrangement. 
This is known as a lease 

A. assumption. 

B. assignment. 

C. surrender. 

D. breach. 


50. 


51. 


52. 


A purchaser buys a house for $234,500 for use as 

a rental by making a $25,000 cash down payment 
and taking out a $209,500 mortgage for 30 years. 
The lot value is $80,000. If the purchaser wants to 
depreciate the property over a period of 27% years, 
what will be the annual depreciation amount using 
the straight-line method? Round your answer to 
the nearest cent. 


A. $3,818.18 
B. $4,709.09 
C. $5,618.18 
D. $7,444.44 


A property manager leased a store on behalf of 
the property owner for three years. The first year, 
the store’s rent was $1,000 per month, and the 
rent was to increase 10% per year thereafter. 

The manager received a 7% commission for 

the first year, 5% for the second year, and 3% 
for the balance of the lease. What was the total 
commission earned by the property manager? 


A. $840.40 


B. $1,613.10 
C. $1,935.60 
D. $2,785.40 


Against a recorded deed from the owner of record, 

the party with the weakest position is 

A. a person with a prior unrecorded deed and 
who is not in possession. 

B. a person in possession with a prior unrecorded 
deed. 

C. a tenant in possession with nine months 
remaining on the lease. 

D. a painter who is half-finished painting the 
house at the time of the sale and who has not 
yet been paid. 


53: 


54. 


55. 


56. 
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A married couple files their income taxes jointly. 
Last year they sold their home for $340,000. 
Seven years ago, when they were first married, they 
bought the house for $250,000 and have lived in 
it ever since. Based on these facts, which statement 
is TRUE? 

A. Under current tax law, the couple will owe a 
capital gains tax this year on their $90,000 
gain. 

B. Current tax law permits the couple to exclude 
up to $250,000 in capital gain from their 
income tax. 

C. Because their gain is less than $500,000, the 
couple will owe no capital gains tax this year. 

D. Under current tax law, the couple will be 
entitled to a penalty-free withdrawal of up to 
$10,000 from a 401(k) retirement account to 
use as a down payment. 


A squatter moved into an abandoned home and 

lived there for some years. Ultimately, the squatter 

was not granted title to the property by a court. 

Which of the following elements defeated the 

squatter’s effort to acquire title in this manner? 

A. Permission of the true owner 

B. Open and notorious use 

C. Occupancy for a period of time prescribed by 
state law 

D. Occupancy hostile to the best interests of the 
true owner 


Friends M, P, and R are joint tenants. R sells that 

interest to L, and then P dies. As a result, which 

statement is TRUE? 

A. P’s heirs are joint tenants with L and M. 

B. P’s heirs and M are joint tenants, but L is a 
tenant in common. 

C. Misa tenant in common with L and P’s heirs. 

D. M and L are tenants in common. 


At closing, the selling price is 

A. a debit to the buyer. 

B. a debit to the seller. 

C. acredit to the buyer. 

D. greater than the loan amount. 
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The state wants to acquire a strip of farmland to 
build a highway. Does the state have the right to 
acquire this land for public use? 

A. Yes, the state’s right is called condemnation. 


Yes, the state’s right is called eminent domain. 


B. 

C. Yes, the state’s right is called escheat. 

D. No, under the U.S. Constitution, private 
property may never be taken by state 
governments or by the federal government. 


A decedent’s estate was distributed by will as 
follows: 54% to the surviving spouse, 18% to 
the children, 16% to the grandchildren, and the 
remainder to the decedent's college. The college 
received $79,000. How much did the children 
receive? Round your answer to the nearest dollar. 


A. $105,333 


B. $118,500 
C. $355,500 
D. $658,333 


Which of the following is an example of external 

obsolescence? 

A. Numerous pillars supporting the ceiling in a 
store 

B. Leaks in the roof of a warehouse, making the 
premises unusable and, therefore, unrentable 

C. Coal cellar in a house with central heating 

D. Vacant, abandoned, and run-down buildings 
in an area 


Which phrase, when placed in a print 
advertisement, would MOST nearly comply with 
the requirements of the Truth in Lending Act 
(Regulation Z)? 

A. “5%2% interest” 

B. “5¥%% rate” 

C. “5%2% annual interest” 

D. “5%2% annual percentage rate” 


Which statement is TRUE regarding a 

capitalization rate? 

A. The rate decreases when the risk increases. 

B. An increase in rate, while other elements 
remain the same, means an increase in value. 

C. The net income is multiplied by the rate to 
estimate value. 

D. A decrease in rate, while other elements 
remain the same, results in an increase in 
value. 
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The Equal Credit Opportunity Act (ECOA) makes 
it illegal for lenders to refuse credit to or otherwise 
discriminate against which applicant? 

A. Parent of twins who receives public assistance 
and cannot afford the monthly mortgage 
payments 

B. New homebuyer who does not have a credit 
history 

C. Single person who receives public assistance 

D. Unemployed person with no job prospects and 
no identifiable source of income 


When a teacher died, a deed was found in the 

teacher’s desk drawer. Although the deed had 

never been recorded, it was signed, dated, and 

acknowledged. The deed gave the teacher’s house 

to a local charity. The will, however, provided 

as follows: “I leave all of the real and personal 

property that I own to my beloved niece.” In this 

situation, the house MOST likely will go to 

A. the charity, because acknowledgment creates a 
presumption of delivery. 

B. the charity, because the teacher’s intent was 
clear from the deed. 

C. the niece, because the deed was never delivered 
to or accepted by the charity. 

D. the niece, because the deed had not been 
recorded. 


If a borrower takes out a $90,000 loan at 712% 
interest to be repaid at the end of 15 years with 
interest paid annually, what is the total interest 
that the borrower will pay over the life of the loan? 
A. $10,125 


B. $80,000 
C. $101,250 
D. $180,000 


After an offer is accepted, the seller finds that the 

real estate professional was the undisclosed agent 

for the buyer, as well as the agent for the seller. The 

seller may 

A. withdraw without obligation to the real estate 
professional or the buyer. 

B. withdraw but be subject to liquidated 
damages. 

C. withdraw but only with the concurrence of the 
buyer. 

D. refuse to sell but be subject to a suit for 
specific performance. 
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To net the owner $90,000 after a 6% commission 
is paid, what would the sales price have to be? 
Round your answer to the nearest dollar. 


A. $95,400 


B. $95,745 
C. $95,906 
D. $96,000 


Which circumstance would MOST likely be legal 
under the provisions of the federal Fair Housing 
Act? 

A. A lender refuses to make loans in areas where 
more than 25% of the population is Hispanic. 

B. A private social club that discriminates against 
no protected group in granting membership 
refuses to rent a suite in its members-only 
vacation facility to a Nigerian family who are 
not members of the club. 

C. A church excludes Middle Easterners from 
membership and rents its nonprofit housing to 
church members only. 

D. A real estate professional directs prospective 
buyers away from areas where they are likely to 
feel uncomfortable because of their race. 


It is discovered after a sale of a parcel of land that 

the land parcel is 10% smaller than the seller 

represented it to be. The real estate professional 

who passed this information on to the buyer is 

A. not liable as long as the real estate professional 
only repeated the seller’s data. 

B. not liable if the misrepresentation was 
unintentional. 

C. not liable if the buyer actually inspected the 
parcel. 

D. liable if the real estate professional knew or 
should have known of the discrepancy. 


An easement terminates 

A. automatically. 

B. when the owner of the servient tenement 
wishes to do so. 

C. if the owners of the dominant and servient 
tenements become one and the same. 

D. when a property owner dies. 
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Which of the following activities is a violation 

of the Real Estate Settlement Procedures Act 

(RESPA)? 

A. Accepting a kickback on a loan subject to 
RESPA requirements 

B. Providing a Closing Disclosure to a borrower 
four days before the closing 

C. Providing the buyer with the names of several 
local title insurance companies 

D. Accepting a fee or charging for services that 
were performed 


The rescission provisions of the Truth in Lending 
Act (Regulation Z) apply to which type of 
transaction? 

A. Home purchase loans 

B. Construction lending 

C. Business financing 

D. Consumer credit 


A property has a net income of $30,000. An 
appraiser decides to use a 12% capitalization rate 
rather than a 10% rate on this property. The use of 
the higher rate results in 

A. a2% increase in the appraised value. 

B. a $50,000 increase in the appraised value. 

C. a $50,000 decrease in the appraised value. 

D. no change in the appraised value. 


The section in a purchase contract that would 
provide for the buyer to forfeit any earnest money 
if the buyer fails to complete the purchase is 
known as a provision for 

A. liquidated damages. 

B. punitive damages. 

C. hypothecation. 

D. subordination. 
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In one commercial building, a tenant intends 

to start a small health food shop. An identical, 

adjacent building houses a showroom leased to 

a major national retailing chain. Both tenants 

have long-term leases with identical rents. If 

the appraiser uses a capitalization rate for the 

store leased to the national retailing chain that is 

lower than the rate for the other building, which 
statement is TRUE? 

A. The indicated value of the chain’s property 
will be lower than the indicated value of the 
food-shop property. 

B. ‘The indicated value of the chain’s property 
will be higher than the indicated value of the 
food-shop property. 

C. The appraiser would then be compelled to 
make use of the sales comparison approach to 
value. 

D. It would indicate the appraiser believes a 
building occupied by a chain-store tenant is 
more valuable than an identical one occupied 


by a health food shop. 


In what type of loan does a borrower use several 
parcels of real estate as security for the debt? 

A. Package 

B. Participation 

C. Open-end 

D. Blanket 


A $100,000 loan at 6% could be amortized with 
monthly payments of $644 on a 15-year basis or 
payments of $600 on a 30-year basis. The 30-year 
loan results in total payments of what percentage 
of the 15-year total payments? Round your answer 
to the nearest whole percentage. 


A. 106% 
B. 158% 
C. 186% 
D. 154% 
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According to an appraisal prepared for a loan 
approval, a property has a market value of 
$425,000. The previous homeowner bought 

the property for $290,000 and added $50,000 

in improvements, for a total of $340,000. The 
property sold in foreclosure for $325,000. Which 
amount represents the property’s current market 
value? 


A. $290,000 
B. $325,000 
C. $425,000 
D. $340,000 


What is the amount of tax payable if a property’s 
assessed value is $185,000 and the tax rate is 40 
mills in a community in which an equalization 
factor of 110% is used? 


A. $4,625.00 
B. $5,087.50 
C. $7,400.40 
D. $8,140.00 


At closing, how will a proration of prepaid water, 
gas, and electric charges be reflected? 

A. Debit to the seller, credit to the buyer 

B. Debit to the buyer, credit to the seller 

C. Debit to the buyer only 

D. Credit to the seller only 


An apartment manager decides not to purchase 
flood insurance. Instead, the manager installs 
raised platforms in the basement storage areas and 
has the furnace placed on eight-inch legs. This 
form of risk management is known as 

avoiding the risk. 

controlling the risk. 

retaining the risk. 

transfering the risk. 
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Note: Most of the entries in this glossary refer- 
ence a specific page or pages in Modern Real 
Estate Practice, 21st Edition, where a term is de- 
fined or explained. Some terms are included here 
because they are used in everyday professional 
practice or are of historical interest, and may not 
have page references. 


abstract of title The condensed history of the recorded 
ownership of a particular parcel of real estate, consisting 
of a summary of the original grant and all subsequent 
conveyances and encumbrances affecting the property 

and a certification by the abstractor that the history is 
complete and accurate. 106 


accelerated cost recovery system (ACRS) Method 
for claiming tax deductions for certain property purchased 
before 1987 in which it was possible to claim greater 
deductions in the early years of ownership, gradually 
reducing the amount deducted in each year of useful life. 


acceleration clause The clause in a mortgage or deed 
of trust that can be enforced to make the entire debt due 
immediately if the borrower defaults on an installment 
payment or other obligation. 218 


accession Acquiring title to additions or improvements 
to real property as a result of the annexation of fixtures 

or the accretion of alluvial deposits along the banks of 
streams. 21 


accretion ‘The increase or addition of land by the 
deposit of sand or soil washed up naturally from a river, 
lake, or sea. 25 


accrued depreciation Loss in a property’s 
value resulting from physical deterioration, external 
depreciation, and functional obsolescence. 325 


accrueditems On a closing statement, items of 
expense that are incurred but not yet payable, such as 
interest on a mortgage loan or taxes on real property. 
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acknowledgment A formal declaration made before 
a duly authorized officer, usually a notary public, by a 
person who has signed a document. 87 


acre A measure of land equal to 43,560 square feet, 
4,840 square yards, 4,047 square meters, 160 square rods, 
or 0.4047 hectares. 79 


action to quiet title A court action that establishes 
ownership when ownership cannot be traced through an 
unbroken chain of title. 106 


actualeviction The legal process that results in a 
tenant’s being physically removed from leased premises. 
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actual notice Express information or fact; that which 
is known; direct knowledge. 104 


ad valorem tax A tax levied according to value, 
generally used to refer to real estate tax. Also called the 
general tax. 296 


addendum Any provision added to an existing contract 
without altering the content of the original. Must be 
signed by all parties. 202 


adjustable-rate mortgage (ARM) A loan 
characterized by a fluctuating interest rate, usually 
one tied to a bank or savings and loan association 
cost-of-funds index. 222 


adjusted basis See basis. 


administrative law judge (ALJ) The official who 
presides over a hearing involving a government agency 
and someone affected by a decision of that agency. The 
ALJ hears evidence, including the testimony of witnesses, 
and renders a decision. 367 


administrator A court-selected person who assists with 
the settlement of an estate of a person who died without 
leaving a will. A woman might be called an administratrix, 
although administrator is the term used most often to refer 
to either a man or a woman. 


adverse possession ‘The actual, open, notorious, 
hostile, and continuous possession of another’s land under 
a claim of title. Possession for a statutory period may be a 
means of acquiring title. 93 


affidavit of title A written statement, made 

under oath by a seller or grantor of real property and 
acknowledged by a notary public, in which grantors 

(1) identify themselves and indicate marital status, 

(2) certify that since the examination of the title, on the 
date of the contract no defects have occurred in the title, 
and (3) certify that they are in possession of the property 
(if applicable). 
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affiliated business arrangement (ABA) Practice of 
one company offering a package of services to consumers. 
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agency The relationship between a principal and an 
agent wherein the agent is authorized to represent the 


137 


principal in certain transactions. 


agency by ratification An agency relationship created 
after the fact. 


agent One who acts or has the power to act for another. 
A fiduciary relationship is created under the daw of agency 
when a property owner, as the principal, executes a listing 
agreement or management contract authorizing a licensed 
real estate broker to be his or her agent. A prospective 
property buyer may authorize a real estate broker to act as 
the buyer's agent to find a suitable property. 139 


air lots Designated airspace over a piece of land. An air 
lot, like surface property, may be transferred. 76 


air rights The right to use the open space above a 
property, usually allowing the surface to be used for another 
purpose. 23 


alienation The act of transferring property to another. 
Alienation may be voluntary, such as by gift or sale, 

or involuntary, as through eminent domain or adverse 
possession. 


alienation clause The clause in a mortgage or deed of 
trust stating that the balance of the secured debt becomes 
immediately due and payable at the lenders option if 

the property is sold by the borrower. In effect, this clause 
prevents the borrower from assigning the debt without the 
lender’s approval. 220 


allodial system A system of land ownership in which 
land is held free and clear of any rent or service due to the 
government; commonly contrasted to the feudal system. 
Land is held under the allodial system in the United States. 


amendment A change to the existing content of a 
contract (i.e., if words or provisions are added to or deleted 
from the body of the contract). Must be initialed by all 
parties. 202 


American Land Title Association (ALTA) policy A 
title insurance policy that protects the interest in a collateral 
property of a mortgage lender who originates a new real 
estate loan. 109 


Americans with Disabilities Act (ADA) Act addresses 
rights of individuals with disabilities in employment and 
public accommodations. 


amortized loan A loan in which the principal, as well 
as the interest, is payable in monthly or other periodic 
installments over the term of the loan. 221 


annexation Process of converting personal property into 
real property. 20 


annual percentage rate (APR) The relationship of 
the total finance charges associated with a loan. This must 
be disclosed to borrowers by lenders under the Truth in 
Lending Act (TILA). 


anticipation The appraisal principle holding that value 
can increase or decrease based on the expectation of some 
future benefit or detriment produced by the property. 321 


antitrust laws Laws designed to preserve the free 
enterprise of the open marketplace by making illegal 
certain private conspiracies and combinations formed to 
minimize competition. Most violations of antitrust laws in 
the real estate business involve either price-fixing (real estate 
professionals conspiring to set fixed compensation rates) or 
allocation of customers or markets (real estate professionals 
agreeing to limit their areas of trade or dealing to certain 
areas or properties). 124 


appointed agency See designated agency. 


appraisal An estimate of the quantity, quality, or value 
of something. The process through which conclusions of 
property value are obtained; also refers to the report that 
sets forth the process of estimation and conclusion of value. 
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appraisalreport An opinion of a property’s market 
value given to a lender or client with detailed market 
information. 


appraiser An independent person trained to provide an 
unbiased estimate of value. 


Appraiser Independence Requirements 

(AIR) Regulations issued by Fannie Mae that must be 
followed by appraisers to ensure accurate and objective 
appraisals. 310 


appreciation An increase in the worth or value of a 

property due to economic or related causes, which may 
prove to be either temporary or permanent; opposite of 
depreciation. 


appurtenance A right, privilege, or improvement 
belonging to, and passing with, the land; “runs with the 
land.” 18 


area A level surface or piece of ground; the size of a 
surface; the amount of a two-dimensional object. 


area preference People’s desire for one area over 
another, based on a number of factors such as history, 
reputation, convenience, scenic beauty, and location. 26 


asbestos A mineral once used in insulation and other 
materials that can cause respiratory diseases. 419 


assemblage The combining of two or more adjoining 
lots into one larger tract to increase their total value. 322 


assessed value The value set on property for taxation 
purposes. 


assessment The imposition of a tax, charge, or levy, 
usually according to established rates. 


assessment equalization factor A factor (number) by 
which the assessed value of a property is multiplied to arrive 
at a value for the property that is in line with statewide tax 
assessments. The ad valorem tax would be based on this 
adjusted value. An equalization factor may be applied to 
raise or lower assessments in a particular district or county. 
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assignment The transfer in writing of interest in a bond, 
mortgage, lease, or other instrument. 343 


associate licensee A licensed real estate salesperson 
who is employed by or associated with the broker to 


perform brokerage activities on behalf of or for the broker. 
2 


assumption of mortgage Acquiring title to property 
on which there is an existing mortgage and agreeing to 
be personally liable for the terms and conditions of the 
mortgage, including payments. 239 


attachment The act of taking a person's property into 
legal custody by writ or other judicial order to hold it 
available for application to that person’s debt to a creditor. 


attorney’s opinion of title An abstract of title that 
an attorney has examined and has certified to be, in the 
attorney's opinion, an accurate statement of the facts 
concerning the property’s ownership. 108 


automatic extension clause A listing agreement clause 
stating that the agreement will continue automatically for 

a certain period of time after its expiration date. In many 
states, use of this clause is discouraged or prohibited. 


avulsion ‘The sudden tearing away of land, as by 
earthquake, flood, volcanic action, or the sudden change in 
the course of a stream. 25 
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balance The appraisal principle stating that the greatest 
value in a property will occur when the type and size of the 
improvements are proportional to each other as well as the 


land. 


balloon payment A final payment of a mortgage 

loan that is considerably larger than the required periodic 
payments because the loan amount was not fully amortized. 
223 


bargain and saledeed A deed that carries with it no 
warranties against liens or other encumbrances but that 
does imply that the grantor has the right to convey title. 
The grantor may add warranties to the deed. 89 


base line The main imaginary line running east and west 
and crossing a principal meridian at a definite point; used 
by surveyors for reference in locating and describing land 
under the rectangular (government) survey system of legal 
description. 70 


basis The financial interest that the Internal Revenue 
Service attributes to an owner of an investment property for 
the purpose of determining annual depreciation and gain 

or loss on the sale of the asset. If a property was acquired by 
purchase, the owner's basis is the cost of the property plus 
the value of any capital expenditures for improvements to 
the property, minus any depreciation allowable or actually 
taken. This new basis is called the adjusted basis. 


benchmarks Permanent reference marks or points 
established for use by surveyors in measuring differences in 
elevation. 77 


beneficiary (1) The person for whom a trust operates 
or in whose behalf the income from a trust estate is drawn. 
(2) A lender in a deed of trust loan transaction. 216 


bilateral contract See contract. 190 


binder An agreement that may accompany an earnest 
money deposit for the purchase of real property as evidence 
of the purchaser’s good faith and intent to complete the 
transaction. 


blanket loan A mortgage covering more than one parcel 
of real estate, providing for each parcel’s partial release from 
the mortgage lien upon repayment of a definite portion of 


the debt. 248 


blockbusting The illegal practice of inducing 
homeowners to sell their properties by making 
representations regarding the entry or prospective entry 
of persons of a particular race or national origin into the 


neighborhood. 363 
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blue-sky laws Common name for those state and 
federal laws that regulate the registration and sale of 
investment securities. 


boot Money or property given to make up any difference 
in value or equity between two properties in an exchange. 


boycott When individuals or businesses withhold 
their patronage to a business as a protest or to reduce 
125 


competition. 


branch office A secondary place of business apart from 
the principal or main office from which real estate business 
is conducted. A branch office usually must be run by a 
licensed real estate professional. 


breach of contract Violation of any terms or conditions 
in a contract without legal excuse; for example, failure to 
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make a payment when it is due. 


bring down A second title search that is made after the 
closing and before any new documents are filed. 


broker 
others for a fee or commission. 2 


One who acts as an intermediary on behalf of 


broker protection clause Clause in a contract that 
protects a broker from losing a commission in the event 
a transaction is not completed or is intentionally delayed 
until after the listing expires. 


brokerage The bringing together of parties interested in 
making a real estate transaction. 117 


broker’s price opinion (BPO) An opinion of real estate 
value commissioned by a bank or an attorney and provided 
by a broker. 312 


brownfields Defunct, derelict, or abandoned 
commercial or industrial sites; many have toxic wastes. 
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budget comparison statement Compares actual 
results with the original budget, often giving either 
percentages or a numerical variance of actual versus 
projected income and expenses. 382 


buffer zone A strip of land, usually used as a park or 
designated for a similar use, separating land dedicated to 
one use from land dedicated to another use (e.g., residential 
from commercial). 402 


building code An ordinance that specifies minimum 
standards of construction for buildings to protect public 


safety and health. 405 


building permit Written governmental permission 

for the construction, alteration, or demolition of an 
improvement, showing compliance with building codes and 
zoning ordinances. 


building-related illness (BRI) An illness due to air 
quality problems, typically toxic substances or pathogens; a 
clinically diagnosed condition. Symptoms include asthma, 
allergies, and hypersensitivity. 


bundle of legal rights The concept of land ownership 
that includes ownership of all legal rights to the land— 
possession, control within the law, enjoyment, exclusion, 
and disposition. 18 


buydown A financing technique used to reduce the 
monthly payments for the first few years of a loan. Funds 
in the form of discount points are given to the lender by 
the builder or the seller to buy down or lower the effective 
interest rate paid by the buyer, thus reducing the monthly 
payments for a set time. 249 


buyer representation agreement A principal-agent 
relationship in which the real estate professional acts on 
behalf of the buyer, usually as an agent, with fiduciary 
responsibilities to the buyer. 140 


buyer’s agent A real estate professional who is under 
contract to locate property for a buyer and represent the 
141 


buyer’s interests in a transaction. 


buyer’s broker A residential real estate professional who 
represents prospective buyers exclusively. 


buyer’s representative A residential real estate 
professional who represents the prospective purchaser in a 
transaction, often through a sales associate of the broker. 
‘The buyer’s representative who acts as a buyer’s agent owes 
the buyer-principal the common-law or statutory agency 
duties. 


capital gain Profit earned from the sale of an asset. 


capitalization A mathematical process for estimating 
the value of a property using a proper rate of return on the 
investment and the annual net operating income expected 
to be produced by the property. The formula is expressed as 


follows: income + rate = value. 


capitalization rate The rate of return a property will 
produce on the owner’s investment. 328 


capping The process of laying two to four feet of soil 
over the top of a landfill site and then planting grass on it 
to enhance the aesthetic value and prevent erosion. 


carbon monoxide (CO) A colorless, odorless gas that 
occurs as a by-product of fuel combustion that may result 
in death in poorly ventilated areas. 424 


cash flow The net spendable income from an 
investment, determined by deducting all operating and 
fixed expenses from the gross income. When expenses 
exceed income, a negative cash flow results. 


cash flow report A monthly statement that details the 
financial status of the property. 381 


caveatemptor A Latin phrase meaning “let the buyer 
beware.” 


CC&Rs See covenants, conditions, and restrictions. 


certificate of occupancy Permission by the municipal 
inspector to occupy a completed building structure after 
being inspected and having complied with building codes. 
435 


certificate of reasonable value (CRV) A form 
indicating the appraised value of a property being financed 
with a VA loan. 246 


certificate of sale The document generally given to the 
purchaser at a tax foreclosure sale. A certificate of sale does 
not convey title; normally, it is an instrument certifying 
that the holder received title to the property after the 
redemption period passed and that the holder paid the 
property taxes for that interim period. 


certificate of title A statement of opinion on the 
status of the title to a parcel of real property based on an 
examination of specified public records. 108 


chain of title The succession of conveyances, from some 
accepted starting point, whereby the present holder of real 
property derives title. 106 


change ‘The appraisal principle that holds that no 
physical or economic condition remains constant. 321 


chattel See personal property. 20 


chlorofluorocarbons (CFCs) Nontoxic, nonflammable 
chemicals containing atoms of carbon, chlorine, and 
fluorine, such as air conditioners and refrigerators. CFCs 
are safe in application but cause ozone depletion. 425 


Civil Rights Act of 1866 An act that prohibits racial 
discrimination in the sale and rental of housing. 356 


client The principal in an agency relationship or other 
form of representation. 139 
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closing An event where promises made in a sales contract 
are fulfilled and mortgage loan funds (if any) are distributed 
to the buyer. 259 


Closing Disclosure The CFPB form that itemizes all 

charges that are normally paid by a borrower and a seller in 
connection with settlement, whether required by the lender 
or another party, or paid by the lender or any other person. 
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closing escrow Process of settlement in which the buyer 
and the seller never meet; the paperwork is handled by an 
escrow agent. 


closing statement A detailed cash accounting of a real 
estate transaction showing all cash received, all charges and 
credits made, and all cash paid out in the transaction. 280 


cloud on the title Any document, claim, unreleased 
lien, or encumbrance that may impair the title to real 
property or make the title doubtful; usually revealed by a 
title search and removed by either a quitclaim deed or suit 
to quiet title. 


code of ethics A written system of standards for ethical 
conduct. 127 


codicil A supplement or an addition to a will, executed 
with the same formalities as a will, which normally does not 
revoke the entire will. 


coinsurance clause A clause in insurance policies 
covering real property that requires the policyholder to 
maintain fire insurance coverage generally equal to at least 
80% of the property’s actual replacement cost. 


collateral 
repayment of a debt. 


Something having value that is given to secure 


commingling The illegal act by a real estate professional 
of placing client or customer funds with personal funds. 
By law, real estate professionals are required to maintain a 
separate trust or escrow account for other parties’ funds held 
temporarily by the real estate professional. 


commission Payment to a real estate professional for 
services rendered, such as in the sale or purchase of real 
property; usually a percentage of the selling price of the 
property. 120 


common elements Parts of a property that are 
necessary or convenient to the existence, maintenance, and 
safety of a condominium or are normally in common use 
by all the condominium residents. Each condominium 
owner has an undivided ownership interest in the common 
elements. 59 
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common law The body of law based on custom, usage, 
and court decisions. 


community association management Provides a 
team of property managers, accounting staff, office staff, 
and property consultants to manage property. 


community property A system of property ownership 
based on the theory that each spouse has an equal interest 
in the property acquired by the efforts of either spouse 
during marriage. A holdover of Spanish law found 
predominantly in the western U.S. states; the system was 
unknown under English common law. 54 


Community Reinvestment Act of 1977 (CRA) Under 
the act, which was revised most recently in 2008, financial 
institutions are expected to meet the deposit and credit 
needs of their communities; participate and invest in local 
community development and rehabilitation projects; and 
participate in loan programs for housing, small businesses, 
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and small farms. 


comparables Properties used in an appraisal report that 
are substantially equivalent to the subject property. 


comparative market analysis (CMA) A comparison of 
the prices of recently sold homes that are similar to a listing 
sellers home in terms of location, style, and amenities. 


163 


competent party A person who has the capacity to be 
engaged in a legal contract; being of sound mind and body. 


competition The appraisal principle stating that excess 
profits generate competition. 321 


Comprehensive Environmental Response, 
Compensation, and Liability Act (CERCLA) A federal 
law administered by the Environmental Protection Agency 
that establishes a process for identifying parties responsible 
for creating hazardous waste sites, forcing liable parties to 
clean up toxic sites, bringing legal action against responsible 
parties, and funding the abatement of toxic sites. See also 


Superfund. 430 


Comprehensive Loss Underwriting Exchange (CLUE) 
A database of consumer claims history that allows insurance 
companies to access prior claims information in the 
underwriting and rating process. 230 


comprehensive plan A comprehensive government 
plan to guide the long-term physical development of a 
particular area. 400 


computerized loan origination (CLO) An electronic 
network for handling loan applications through remote 
computer terminals linked to various lenders’ computers. 


conciliation A form of alternative dispute resolution in 
which a conciliator meets with each of the parties separately 
to help them settle their differences voluntarily, without the 
formality of a hearing or trial. 367 


condemnation A judicial or administrative proceeding 
to exercise the power of eminent domain, through which 
a government agency takes private property for public use 
and compensates the owner. 43 


conditional-use permit Written governmental 
permission allowing a use inconsistent with zoning but 
necessary for the common good, such as locating an 
emergency medical facility in a predominantly residential 
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area. 


condominium The absolute ownership of a unit in 

a multiunit building based on a legal description of the 
airspace the unit actually occupies, or a separate dwelling 
unit in a multiunit development, plus an undivided interest 
in the ownership of the common elements in the building 
or development, which are owned jointly with the other 
condominium unit owners. 59 


confession of judgment clause Permits judgment to 
be entered against a debtor without the creditor’s having to 
institute legal proceedings. 


conformity The appraisal principle holding that the 
greater the similarity among properties in an area, the better 
they will hold their value. 321 


consent Expressing or implying permission, approval, or 
agreement of an action or decision. 


consideration (1) That received by the grantor in 
exchange for the deed. (2) Something of value that induces 
192 


a person to enter into a contract. 


construction loan A short-term loan usually made 
during the construction phases of a building project (also 
referred to as interim financing) 249 


constructive annexation The combination of items 
into real property that are not fixed or fastened to the 


property. 


constructive eviction Actions of a landlord that so 
materially disturb or impair a tenant’s enjoyment of the 
leased premises that the tenant is effectively forced to move 
out and terminate the lease without liability for any further 


348 


rent. 


constructive notice Notice given to the world 

by recorded documents. All persons are charged with 
knowledge of such documents and their contents, whether 
or not they have actually examined them. Possession of 
property is also considered constructive notice that the 
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person in possession has an interest in the property. 


consumer 
services that are not for resale. 


An individual who purchases goods or 


contingencies Provisions in a contract that require a 
certain act to be done or a certain event to occur before the 
contract becomes binding. 201 


contract A legally enforceable promise or set of promises 
that must be performed and for which, if a breach of the 
promise occurs, the law provides a remedy. A contract may 
be either unilateral, by which only one party is bound to 
act, or bilateral, by which all parties to the instrument are 
legally bound to act as prescribed. 190 


contract broker See nonagent. 


contribution The appraisal principle stating that the 
value of any component of a property is what it gives to the 
value of the whole or what its absence detracts from that 


value. 321 


controlled business arrangement An arrangement 
that offers consumers a package of services (e.g., a real estate 
firm, title insurance company, mortgage broker, and home 
inspection company). 


conventional loan A loan that requires no federally 
sponsored insurance or guarantee. 243 


conversion The illegal use of money received on behalf 
of the principal. 


conveyance A term used to refer to any document that 
transfers title to real property. The term is also used in 
describing the act of transferring. 


cooperating broker See listing broker. 


cooperative A residential multiunit building whose 

title is held by a trust or corporation that is owned by and 
operated for the benefit of people living within the building 
who are the beneficial owners of the trust or shareholders 
of the corporation, each possessing a proprietary lease to a 
property unit. 61 


co-ownership 
persons. 50 


Title ownership held by two or more 
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corporation An entity or organization, created by 
operation of law, whose rights of doing business are 
essentially the same as those of an individual. The entity has 
continuous existence until it is dissolved according to legal 
procedures. 57 


corrective maintenance Correction of problems after 
they have occurred. 387 


cost The total amount of money incurred for products or 
services. 


cost approach The process of estimating the value 

of a property by adding to the estimated land value the 
appraiser’s estimate of the reproduction or replacement cost 
of the building, less depreciation. 325 


cost recovery An Internal Revenue Service term for 
depreciation. 


counteroffer A new offer made in response to an offer 
received. It has the effect of rejecting the original offer, 
which cannot be accepted thereafter unless revived by the 
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offeror. 


covenant A written agreement between two or more 
parties in which a party or parties pledge to perform or 
not perform specified acts with regard to property; usually 
found in such real estate documents as deeds, mortgages, 
leases, and contracts for deed. 


covenant of quiet enjoyment The covenant implied by 
law by which a landlord guarantees that a tenant may take 
possession of leased premises and that the landlord will not 
interfere in the tenant’s possession or use of the property. 


covenants, conditions, and restrictions 

(CC&Rs) Private agreements that affect land use. They 
may be enforced by an owner of real estate that benefits 
from them and can be included in the seller’s deed to the 


buyer. 39 


credit On a closing statement, an amount entered in a 
person's favor—either an amount the party has paid or an 
amount for which the party must be reimbursed. 280 


curtesy A life estate, usually a fractional interest, given 
by some states to the surviving husband in real estate 
owned by his deceased wife. Most states have recognized 
other marital property rights and abolished curtesy. 


customer 
for whom some level of service is provided. 


The third party or nonrepresented consumer 


139 


datum A horizontal plane from which heights and 
depths are measured. 77 
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debit Ona closing statement, an amount charged; that 
is, an amount that the debited party must pay. 280 


debt to income (DTI) Information about an applicant’s 
gross income and total debt that lenders generally look at as 
a percentage to determine qualification fora loan. 212 


decedent A person who has died. 


deed A written instrument that, when executed and 
delivered, conveys title to or an interest in real estate. 84 


deed in lieu of foreclosure A deed given by the 
mortgagor to the mortgagee when the mortgagor is in 
default under the terms of the mortgage. If accepted by 
the mortgagee, this is a way for the mortgagor to avoid 


foreclosure. 226 


deedintrust An instrument that grants a trustee under 
a land trust full power to sell, mortgage, and subdivide a 
parcel of real estate. The beneficiary controls the trustee’s 
use of these powers under the provisions of the trust 
agreement. 


deed of reconveyance A document that a trustee uses 
to transfer the title back to the trustor (borrower) when the 
note is repaid. 


deed of trust See trust deed. 90 
deed of trust lien See trust deed lien. 


deed restrictions Clauses in a deed limiting the future 
uses of the property. Deed restrictions may impose a vast 
variety of limitations and conditions—for example, they 
may limit the density of buildings, dictate the types of 
structures that can be erected, or prevent buildings from 
being used for specific purposes or even from being used at 


all. 407 


default ‘The nonperformance of a duty, whether arising 
under a contract or otherwise; failure to meet an obligation 
when due. 


defeasance clause A clause used in leases and 
mortgages that cancels a specified right upon the occurrence 
of a certain condition, such as cancellation of a mortgage 
upon repayment of the mortgage loan. 218 


defeasible fee estate An estate in which the holder has 
a fee simple title that may be divested upon the occurrence 
or nonoccurrence of a specified event. There are two 
categories of defeasible fee estates: fee simple on condition 
precedent (fee simple determinable) and fee simple on 
condition subsequent. 


deficiency judgment A personal judgment levied 
against the borrower when a foreclosure sale does not 
produce sufficient funds to pay the mortgage debt in full. In 
some states, a deficiency judgment cannot be sought when 
the mortgage debt was used to purchase, and is secured by, 
the borrower’s principal residence. 227 


delinquent taxes Taxes that are unpaid and past due. 


delivery and acceptance When the title to property is 
delivered by the grantor and accepted by the grantee. 


demand The amount of goods people are willing and 
able to buy at a given price; often coupled with supply. 


demographics The study and description of a 
population. 


denominator The number written below the line in a 


fraction. 


density zoning Zoning ordinances that restrict the 
maximum average number of housing units per acre 
that may be built within a particular area, generally a 


subdivision. 407 


Department of Housing and Urban Development 
(HUD) Federal agency that has established rules and 
regulations that further interpret the practices affected by 
federal law; for example, HUD distributes an equal housing 
opportunity poster. 358 


depreciation (1) In appraisal, a loss of value in property 
due to any cause, including physical deterioration, functional 
obsolescence, and external obsolescence. (2) In real estate 
investment, a deduction for tax purposes taken over the 
period of ownership of income property, based on the 
property’s acquisition cost. 326 


descent Acquisition of an estate by inheritance in which 
an heir succeeds to the property by operation of law. 


designated agency A process that accommodates an 
in-house sale in which two different agents are involved. The 
broker designates one agent to represent the seller and one 
agent to represent the buyer. 148 


designated agent A real estate professional authorized 
by a broker to act as the agent for a specific principal in a 

particular transaction; also may be called assigned agent or 
appointed agent. 148 


determinable fee estate A fee simple estate providing 
that the property returns to the original grantor or heirs 
when a specified condition occurs, indicating that the 
property is no longer being used for the purpose prescribed. 


developer 
profitable use through the construction of improvements. 
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One who attempts to put land to its most 


development The construction of improvements that 
benefit land. 


devise 
the devisor, and the recipient is the devisee. 95 


A transfer of real property by will. The decedent is 


discharge The act of terminating a contract or 
agreement; this may be done when it has been completely 
performed for by another party’s breach or default. 


disclaimer A statement indicating no legal responsibility 
for information; no warranties or representations have been 


made. 128 


disclosure Relevant information or facts that are known 
or should have been known. 202 


discount point A unit of measurement used for various 
loan charges; one point equals 1% of the amount of the 
loan. 214 


discount rate ‘The interest rate set by the Federal Reserve 
that member banks are charged when they borrow money 
through the Fed. 


divisor A number or quantity divided into another. 


Do Not Call Registry A national registry, managed 

by the Federal Trade Commission, that lists the phone 
numbers of consumers who have indicated their preference 
to limit the telemarketing calls they receive. 


dominant tenement A property that includes in its 
ownership the appurtenant right to use an easement over 
another person’s property for a specific purpose. 


dower ‘The legal right or interest, recognized in some 
states, that a wife acquires in the property her husband held 
or acquired during their marriage. During the husband’s 
lifetime, the right is only a possibility of an interest; upon 
his death, it can become an interest in land. 


dualagency Representing both parties to a transaction. 
This is unethical unless both parties agree to it, and it is 
illegal in some states. 147 


due-on-sale clause A provision in the mortgage stating 
that the entire balance of the note is immediately due and 
payable if the mortgagor transfers (sells) the property. 


duress Unlawful constraint or action exercised upon 
a person whereby the person is forced to perform an act 
against her will. A contract entered into under duress is 


voidable. 
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dwelling Any building or part of a building designed for 
occupancy as a residence by one or more families. 


earnest money Money deposited by a buyer under the 
terms of a contract, to be forfeited if the buyer defaults 
but to be applied to the purchase price if the sale is closed. 
199 


easement A right to use the land of another for a 
specific purpose, such as for a right-of-way or utilities; an 
incorporeal interest in land because it does not include a 
right of possession. 39 


easement appurtenant An easement that is annexed to 
the ownership of one parcel and allows the owner the use of 


the neighbor's land. 39 


easement by implication An easement that occurs 
when a party’s actions reflect the intention to create an 
easement. 


easement by necessity An easement allowed by law 
as necessary for the full enjoyment of a parcel of real estate 
(e.g., a right of ingress and egress over a grantor’s land). 


easement by prescription An easement acquired by 
open, notorious, continuous, hostile and adverse use of the 
property for the period of time prescribed by state law. 40 


easementingross An easement that is not created for 
the benefit of any land owned by the owner of the easement 
but that attaches personally to the easement owner. For 
example, a right granted by a property owner to a friend to 
use a portion of the property for the rest of the friend’s life 
would be an easement in gross. 40 


economic life The number of years during which an 
improvement will add value to land. 327 


electronic contracting A process of integrating 
information electronically in a real estate transaction 
between clients, lender, and title and closing agents. 129 


Electronic Signatures in Global and National 
Commerce Act (E-Sign) An act that makes contracts 
(including signatures) and records legally enforceable 
regardless of the medium in which they are created. 129 


emblements Growing crops, such as corn, that are 
produced annually through labor and industry; also called 
fructus industriales. 20 


eminent domain The right of a government or 
municipal quasi-public body to acquire property for public 
use through a court action called condemnation, in which 
the court decides that the use is a public use and determines 
the compensation to be paid to the owner. 43 
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employee For tax purposes, someone who works as a 
direct employee of an employer and has employee status. 
The employer is obligated to withhold income taxes and 
Social Security taxes from the compensation of employees. 


See also independent contractor. 119 


employment agreement See employment contract. 


employment contract A document evidencing formal 
employment between employer and employee or between 
principal and agent or representative. In the real estate 
business, this generally takes the form of the agreement 
between broker and sales associate, client representation 
agreement (including a listing agreement or buyer 
representation agreement), or property management 
agreement. 


enabling acts State legislation that confers zoning and 
other powers on municipal governments. 400 


encapsulation A method of controlling environmental 
contamination by sealing off a dangerous substance, such as 
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asbestos. 


encroachment A building or some portion of it—a wall 
or fence, for instance—that extends beyond the land of the 
owner and illegally intrudes on the land of an adjoining 
owner or a public street or alley. 44 


encumbrance Anything—such as a mortgage, tax, or 
judgment lien; an easement; a restriction on the use of the 
land; or an outstanding dower right—that may diminish 
the value or use and enjoyment of a property. 38 


enforceable contract A contract that meets all the 
elements of a valid contract, including compliance with any 
applicable statute of frauds or other law that requires it to 
be in writing and signed by the parties. 194 


environmental impact statement (EIS) A statement 
that details the impact a project will have on the 


433 


environment. 


environmental site assessment (ESA) An evaluation 
of property to show that due care was exercised in the 
determination of environmental impairments. 433 


Equal Credit Opportunity Act (ECOA) The federal 
law that prohibits discrimination in the extension of credit 
because of race, color, religion, national origin, sex, age, 
marital status, or receipt of public assistance. 


equalization The raising or lowering of assessed values 
for tax purposes in a particular county or taxing district 
to make them equal to assessments in other counties or 
districts. 


equalization factor A factor (number) by which the 
assessed value of a property is multiplied to arrive at a 
value for the property that is in line with statewide tax 
assessments. The ad valorem tax would be based on this 
adjusted value. 


equitable lien See statutory lien. 294 


equitable right of redemption The right of a defaulted 
property owner to recover the property before its sale by 
paying the appropriate fees and charges. 299 


equitable title The interest held by a vendee (buyer) 
under a contract for deed or an installment contract in 
which title is not immediately transferred; the equitable 
right to obtain absolute ownership to property when legal 
title is held in another’s name. 


equity ‘The interest or value that an owner has in 
property over and above any indebtedness. 11 


equity buildup That portion of the loan payment 
directed toward the principal rather than the interest, plus 
any gain in property value due to appreciation. 


erosion ‘The gradual and sometimes imperceptible 
wearing away of the land by natural forces, such as wind, 
rain, and flowing water. 25 


escheat The reversion of property to the state or county, 
as provided by state law, in cases in which a decedent dies 
intestate without heirs capable of inheriting, or when the 


property is abandoned. 44 


escrow The closing of a transaction through a third party 
called an escrow agent, or escrowee, who receives certain 
funds and documents to be delivered upon the performance 
of conditions outlined in the escrow instructions. 


escrow account The trust account established by a 
real estate professional under the provisions of the license 
law for the purpose of holding funds on behalf of the real 
estate professional’s principal or some other person until 
the consummation or termination of a transaction; trust 
account established by an escrow agent to hold funds 
pending distribution at the closing of a transaction. 282 


escrow closing Occurs when a disinterested third party 
is authorized to act as escrow agent (escrow holder) and to 
coordinate the closing activities on behalf of the buyer and 


the seller. 266 


escrow contract An agreement between a buyer, 
a seller, and an escrow holder setting forth rights and 
responsibilities of each. 


escrow instructions A document that sets forth the 
duties of the escrow agent, as well as the requirements and 
obligations of the parties, when a transaction is closed 
through an escrow. 


estate (tenancy) at sufferance The tenancy of a 
lessee who lawfully comes into possession of a landlord’s 
real estate but who continues to occupy the premises 
improperly after the lease rights have expired. 340 


estate (tenancy) at will An estate that gives the lessee 
the right to possession until the estate is terminated by 
either party; the term of this estate is indefinite. 340 


estate for term See estate for years. 


estate (tenancy) for years An interest for a certain, 
exact period of time in property leased for a specified 
consideration. 339 


estate (tenancy) from period to period An interest 
in leased property that continues from period to period— 
week to week, month to month, or year to year. 339 


estateinland ‘The degree, quantity, nature, and extent 
of interest a person has in real property. 34 


estate tax Federal tax on a decedent’s real and personal 
property. 302 


estoppel Method of creating an agency relationship in 
which someone states incorrectly that another person is his 
agent and a third person relies on that representation. 


estoppel certificate A document in which a borrower 
certifies the amount owed on a mortgage loan and the rate 
of interest. 


ethics The system of moral principles and rules that 
becomes the standard for professional conduct. 


eviction A legal process to oust a person from possession 
of real estate. 


evidence of title Proof of ownership of property; 
commonly a certificate of title, an abstract of title with 
lawyer’s opinion, title insurance, or a Torrens registration 
certificate. 


exception The exclusion of a part of the property 
conveyed. 


exchange A transaction in which all or part of the 
consideration is the transfer of like-kind property (e.g., real 
estate for real estate). 
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exclusive agency listing A listing contract under which 
the owner appoints a real estate professional as her exclusive 
agent for a designated period of time to sell the specified 
property, on the owner’s stated terms, for a commission. 
‘The owner reserves the right to sell the property without 
paying anyone a commission if the sale is to a prospect 

who has not been introduced or claimed by the real estate 
professional. 161 


exclusive buyer representation 
agreement Agreement in which the buyer works with 
only one broker, although the broker is free to represent 
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other buyer clients. 


exclusive right-to-sell listing A listing contract under 
which the owner appoints a real estate professional as his 
exclusive agent for a designated period of time to sell the 
specified property on the owner’s stated terms and agrees 
to pay the real estate professional a commission when the 
property is sold, whether by the real estate professional, the 
160 


owner, or another real estate professional. 


executed contract A contract in which all parties have 


fulfilled their promises and thus performed the contract. 
191 


execution ‘The signing and delivery of an instrument. 
Also, a legal order directing an official to enforce a 
judgment against the property of a debtor. 


executor An appointed person who carries out the 
directions of a will. A woman might be referred to as 
executrix, although executor is the term most commonly 
used to refer to either a man or a woman. 


executory contract A contract under which something 
remains to be done by one or more of the parties. 191 


express agency An agency relationship based on a 
formal agreement between the parties. 140 


express agreement An oral or written contract in 
which the parties state the contract’s terms and express their 


140 


intentions in words. 


express contract See express agreement. 190 


external depreciation Reduction in a property's 
value caused by outside factors (i.e., those that are off the 


property). 


external obsolescence Incurable depreciation 
caused by factors not on the subject property, such as 
environmental or economic factors. 


facilitator See nonagent. 
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Fair Housing Act The federal law that prohibits 
discrimination in housing based on race, color, religion, sex, 
disability, familial status, and national origin. 357 


Fair Housing Amendments Act of 1988 Expansion of 
the Fair Housing Act to include families with children and 
those with physical or mental disabilities. 357 


familial status One or more individuals under age 18 
living with a parent or guardian; also includes a woman 
who is pregnant and anyone who is in the process of 
assuming custody of a child under age 18. 


Fannie Mae A government-supervised enterprise 
established to purchase any kind of mortgage loans in the 
secondary mortgage market from the primary lenders. 241 


Farmer Mac The Federal Agricultural Mortgage 
Corporation—a privately owned and publicly traded 
company established by Congress to create a secondary 
market for agricultural mortgage and rural utilities loans 
and the portions of agricultural and rural development 
loans guaranteed by the U.S. Department of Agriculture 
(USDA). 242 


Federal Deposit Insurance Corporation (FDIC) An 
independent federal agency established by Congress to 
examine and supervise financial institutions, manage 
receiverships, and insure deposits (currently up to $250,000 
per depositor per financial institution). 239 


Federal Emergency Management Agency (FEMA) A 
federal agency that is responsible for assisting the nation 
in preparing for, protecting against, responding to, and 
recovering from hazards. 


federal funds rate The rate recommended by the 
Federal Reserve for the member banks to charge each other 
on short-term loans. These rates form the basis on which 
the banks determine the percentage rate of interest they will 
charge their loan customers. 


Federal Home Loan Mortgage Corporation See 
Freddie Mac. 


Federal National Mortgage Association See Fannie 
Mae. 


Federal Reserve System (Fed) The country’s central 
banking system, which establishes the nation’s monetary 
policy by regulating the supply of money and interest rates. 
238 


fee-for-service Arrangement by which a consumer 
asks a real estate professional to perform specific real estate 
services for an agreed-upon fee. 


fee simple The highest interest in real estate recognized 
by the law; the holder is entitled to all rights to the 


property. 34 


fee simple absolute The maximum possible estate or 
right of ownership of real property, continuing forever. 35 


fee simple defeasible See defeasible fee estate. 35 


fee simple determinable A fee simple estate qualified 
by a special limitation. Language used to describe the 
limitation includes the words so long as, while, or during. 


35 


fee simple subject to a condition subsequent An 
estate carrying the limitation that, if it is no longer used for 
the purpose conveyed, it reverts to the original grantor by 
the right of reentry. 35 


feudal system A system of ownership usually associated 
with precolonial England, in which the king or other 
sovereign is the source of all rights. The right to possess 
real property was granted by the sovereign to an individual 
as a life estate only. Upon the death of the individual, title 
passed back to the sovereign, not to the decedent’s heirs. 


FHA-insured loan A loan insured by the Federal 
Housing Administration and made by an approved lender 
in accordance with FHA regulations. 244 


fiduciary One in whom trust and confidence is placed; 
a reference to a real estate professional employed under 
the terms of a listing contract or buyer representation 
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agreement. 


fiduciary relationship A relationship of trust and 
confidence, as between trustee and beneficiary, attorney and 
client, or principal and agent. 142 


Financial Institutions Reform, Recovery, and 
Enforcement Act (FIRREA) This act restructured the 
savings and loan association regulatory system; enacted in 
response to the savings and loan crisis of the 1980s. 


financing The business of providing the funds that make 
real estate transactions possible. 


first mortgage A mortgage that has priority over all 
other mortgages. 


fiscal policy The government's policy in regard to 
taxation and spending programs. The balance between these 
two areas determines the amount of money the government 
will withdraw from or feed into the economy, which can 
counter economic peaks and slumps. 


fixture An item of personal property that has been 
converted to real property by being permanently affixed to 
the realty. 20 


forcible detainer Removal of a tenant from a rental 
property by the landlord if the tenant has breached one 
of the terms of the lease agreement, in compliance with 
statutory law. 


foreclosure A legal procedure whereby property used 

as security for a debt is sold to satisfy the debt in the event 
of default in payment of the mortgage note or default of 
other terms in the mortgage document. The foreclosure 
procedure brings the rights of the parties to a conclusion 
and passes the title in the mortgaged property to either the 
holder of the mortgage or a third party who may purchase 
the realty at the foreclosure sale. Depending on the priority 
of the foreclosed mortgage, the property may be sold free of 
all other encumbrances incurred prior to the sale. 224 


formal will/witnessed will A document having written 
instructions of property disbursements upon the death of 
the owner. The document must be signed and witnessed. 


formaldehyde An air pollutant that is a colorless 
chemical used to manufacture building materials and many 
household products, such as particleboard, hardwood 
plywood paneling, and urea-formaldehyde foam insulation. 


423 


fraud Deception intended to cause a person to give up 
property or a lawful right. 150 


Freddie Mac A government-supervised enterprise 
established to purchase primarily conventional mortgage 
loans in the secondary mortgage market. 241 


freehold estate An estate in land in which ownership 
is for an indeterminate length of time, in contrast to a 


leasehold estate. 34 


front footage The measurement of a parcel of land by 
the number of feet of street or road frontage. 


frontage The length of property along the street or 
waterfront. 


fully amortized loan A loan consisting of equal, regular 
payments satisfying the total payment of principal and 
interest by the due date. 


functional obsolescence A loss of value to an 
improvement to real estate arising from problems of design 
or utility. 
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future interest A person’s present right to an interest in 
real property that will not result in possession or enjoyment 
until sometime in the future, such as a reversion or right of 
reentry. 36 


gap A defect in the chain of title of a particular parcel of 
real estate; a missing document or conveyance that raises 
doubt as to the present ownership of the land. 


generalagent One who is authorized by a principal to 
represent the principal in a specific range of matters. 144 


general lien The right of a creditor to have all of a 
debtor’s property—both real and personal—sold to satisfy a 
debt. 294 


general partnership See partnership. 57 


general realestate tax A tax that is made up of the 
taxes levied on the real estate by government agencies and 
municipalities. 296 


general warranty deed A deed in which the grantor 
fully warrants good, clear title to the premises. Used in 
most real estate deed transfers, a general warranty deed 
offers the greatest protection of any deed. 88 


Ginnie Mae A government agency that plays an 
important role in the secondary mortgage market. It 
guarantees mortgage-backed securities using FHA-insured 
and VA-guaranteed loans as collateral. 242 


good and indefeasible title A title that cannot be 
annulled or rendered void. 


Good Faith Estimate (GFE) An estimate of all closing 
fees that was formerly provided to a borrower within three 
days of the loan application as was required by the Real 
Estate Settlement Procedures Act (RESPA). 


Government National Mortgage Association See 
Ginnie Mae. 


government-sponsored enterprises 
(GSEs) Organizations created by the federal government 
(Fannie Mae, Freddie Mac, Farmer Mac, Ginnie Mae) to 


help increase loan opportunities for homebuyers. 241 


government survey system See rectangular 
(government) survey system. 


graduated-payment mortgage (GPM) A loan in 
which the monthly principal and interest payments increase 
by a certain percentage each year for a certain number of 
years and then level off for the remaining loan term. 


grantee A person who receives a transfer of real property 
froma grantor. 84 
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granting clause Words in a deed of conveyance that 
state the grantor’s intention to convey the property at the 
present time. This clause is generally worded as “convey and 
warrant”; “grant”; “grant, bargain, and sell”; or the like. 86 


grantor 
real property to a grantee. 84 


The owner transferring title to or an interest in 


gross income multiplier (GIM) A figure used as a 
multiplier of the gross annual income of a property to 
produce an estimate of the property’s value; usually used for 
commercial property. 330 


gross lease A lease of property according to which 

a landlord pays all property charges regularly incurred 
through ownership, such as repairs, taxes, insurance, and 
operating expenses. Most residential leases are gross leases. 


345 


gross rent multiplier (GRM) The figure used as a 
multiplier of the gross monthly income of a property to 
produce an estimate of the property’s value; usually used for 
single-family residential property. 330 


ground lease A lease of land only, on which the tenant 
usually owns a building or is required to build as specified 
in the lease. Such leases are usually long-term net leases; 
the tenant’s rights and obligations continue until the lease 
expires or is terminated through default. 346 


groundwater Water that exists under the earth’s surface 


within the tiny spaces or crevices in geological formations. 


426 


growing-equity mortgage A loan in which the 
monthly payments increase annually, with the increased 
amount being used to directly reduce the principal balance 
outstanding and thus shorten the overall term of the loan. 
223 


habendum clause That part of a deed beginning with 
the words “to have and to hold,” following the granting 
clause and defining the extent of ownership the grantor is 
conveying. 86 


habitability A property that is suitable for living in or 


on. 


heir One who might inherit or succeed to an interest in 
land under the state law of descent when the owner dies 
without leaving a valid will. 96 


highest and best use The legally permitted and 
physically possible use of a property that would produce the 
greatest net income and, thereby, develop the highest value. 
321 


holdover tenancy A tenancy in which a lessee retains 
possession of leased property after the lease has expired and 
the landlord, by continuing to accept rent, agrees to the 
tenant’s continued occupancy as defined by state law. 339 


holographic will A will that is written, dated, and 


signed in the testator’s handwriting. 


home equity loan A loan under which a property owner 
uses the property as collateral and can then draw funds up 
to a prearranged amount against the property. Also called a 
home equity line of credit, or HELOC. 250 


home inspection A thorough visual survey of a 
property's structure, systems, and site conditions conducted 
by a professional. 


Home Mortgage Disclosure Act A federal law, 
implemented at its creation by Regulation C of the Federal 
Reserve, that requires lenders to annually disclose the 
number of loan applications and loans made in certain 
areas to avoid the practice of redlining. On July 21, 2011, 
the rule-making authority of the law was transferred to the 
Consumer Financial Protection Bureau. 


homeowners insurance Insurance that covers a 
residential real estate owner against financial loss from fire, 
theft, public liability, and other common risks. 228 


homestead Land that is owned and occupied as the 
family home. In many states, a portion of the area or value 
of this land is protected or exempt from judgments for 
debts other than those secured by the property. 37 


Housing for Older Persons Act of 1995 (HOPA) 
Amended the Fair Housing Act to provide that housing 
intended for persons aged 55 or older no longer needs 
to have significant facilities and services designed for the 


elderly. 358 


HUD-1 A form that was formerly used to itemize fees and 
services charged to a borrower and seller during a real estate 
transaction. 


hydraulic fracturing (fracking) The process used to 
extract natural gas from the deep layers of rock in which it 


is embedded. 


hypothecation To pledge property as security for an 
obligation or loan without giving up possession of it. 215 


immobility The fact that property cannot be relocated to 
satisfy demand where supply is low, nor can buyers always 
relocate to areas with greater supply. 


implied agency If the actions of the parties imply that 
they have mutually consented to an agency relationship, an 
implied agency relationship is formed. 140 


implied agreement A contract under which the 
agreement of the parties is demonstrated by their acts and 


conduct. 141 


implied contract See implied agreement. 190 


implied warranty of habitability A theory in 
landlord/tenant law in which the landlord renting 
residential property implies that the property is habitable 
and fit for its intended use. 


impound accounts An account that the mortgage 
lender may require a borrower to have to accumulate funds 
to pay future real estate taxes and insurance premiums. 
282 


improvement (1) Any structure, usually privately 
owned, erected on a site to enhance the value of the 
property (e.g., a building, fence, or driveway). (2) A 
publicly owned structure added to or benefiting land (e.g., a 
curb, sidewalk, street, or sewer). 17 


income approach ‘The process of estimating the value of 
an income-producing property through capitalization of the 
annual net income expected to be produced by the property 
during its remaining useful life. 327 


income property Property held for current income as 
well as a potential profit upon its sale. 


incorporeal right A nonpossessory right in real estate 
(e.g., an easement or a right-of-way). 


independent contractor Someone who is retained to 
perform a certain act but who is subject to the control and 
direction of another only as to the end result and not as to 
the way in which the act is performed. Unlike an employee, 
an independent contractor pays for all expenses and Social 
Security and income taxes and receives no employee 
benefits. Most real estate sales associates are independent 
contractors, meeting the Internal Revenue Service 
definition for a qualified real estate agent. 119 


index An objective economic indicator to which the 
interest rate for an adjustable-rate mortgage is tied. 


inflation The gradual reduction of the purchasing power 
of the dollar, usually related directly to increases in the 
money supply by the federal government. 


inheritance taxes State-imposed taxes on a decedent’s 
real and personal property. 302 


installment sale A transaction in which the sales price 
is paid in two or more installments over two or more 

years. If the sale meets certain requirements, a taxpayer 

can postpone reporting such income until future years by 
paying tax each year only on the proceeds received that year. 
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interest 
213 


A charge made by a lender for the use of money. 


interest-only loan A loan that only requires the 
payment of interest for a stated period of time with the 
principal due at the end of the term. 221 


interim financing A short-term loan usually made 
during the construction phase of a building project (often 
referred to as a construction loan). 


intermediary See nonagent. 


Internal Revenue Service tax lien A lien charged by 
the Internal Revenue Service for nonpayment of income 


303 


taxes. 


Internet Data Exchange (IDX) policy Policy that 
allows all multiple listing service (MLS) members to restrict 
internet access to MLS property listings. 127 


Interstate Land Sales Full Disclosure Act (ILSA) A 
federal law that regulates the sale of certain real estate in 
411 


interstate commerce. 


intestate The condition of a property owner who dies 
without leaving a valid will. Title to the property will pass 
to the decedent’s heirs, as provided in the state law of 


descent. 93 


intrinsic value An appraisal term referring to the value 
of a property unaffected by a person’s personal preferences. 


inverse condemnation An action brought by a 
property owner seeking just compensation for diminished 
use and value of land because of an adjacent property's 


public use. 44 


investment Money directed toward the purchase, 
improvement, and development of an asset in expectation 
of income or profits. 


involuntary alienation See alienation. 92 


involuntary lien A lien placed on property without the 
consent of the property owner. 294 


jointtenancy Ownership of real estate between two 
or more parties who have been named in one conveyance 
as joint tenants. Upon the death of a joint tenant, the 
decedent’s interest usually passes to the surviving joint 
tenant or tenants by the right of survivorship. 51 


judgment The formal decision of a court upon the 
respective rights and claims of the parties to an action or 
suit. After a judgment has been entered and recorded with 
the county recorder, it usually becomes a general lien on the 
property of the defendant. 301 
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judicial precedent [In law, the requirements established 
by prior court decisions within the jurisdiction of the 
dispute. 


jumbo loan See nonconforming loan. 


junior lien An obligation, such as a second mortgage, 
that is subordinate in right or lien priority to an existing 
lien on the same property. 295 


laches An equitable doctrine used by courts to bar a legal 
claim or to prevent the assertion of a right because of undue 
delay or failure to assert the claim or right. 


land The earth’s surface, extending downward to the 
center of the earth and upward infinitely into space, 
including things permanently attached by nature, such as 
trees. 16 

land contract See installment sale. 203 


land trust 
which real estate is the only asset. 


A trust in which property is conveyed, and in 


latent defect A hidden structural defect that could not 
be discovered by ordinary inspection and that threatens 

a property's soundness or the safety of its inhabitants. 
Some states impose on property sellers and real estate 
professionals a duty to inspect for and disclose latent 
defects. 151 


law of agency See agency. 


law of diminishing returns Point at which additional 
property improvements do not increase the property’s 
322 


income or value. 


law of increasing returns Applies as long as money 
being spent on property improvements produces an increase 
in the property’s income or value. 322 


lead Used as a pigment and drying agent in alkyd 
oil-based paint in about 75% of housing built before 1978. 
An elevated level of lead in the body can cause serious 
damage to the brain, kidneys, nervous system, and red 
blood cells. Children younger than six are most vulnerable. 


420 


Lead-Based Paint Hazard Reduction Act (LBPHRA) 
Federal legislation requiring disclosure of the presence of 
any known lead-based paint hazards to potential buyers or 
renters. The law does not require that anyone test for the 
presence of lead-based paint, however. 420 


lease A written or oral contract between a landlord (the 
lessor) and a tenant (the lessee) that transfers the right to 
exclusive possession and use of the landlord’s real property 
to the lessee for a specified period of time and for a stated 
consideration (rent). By state law, leases for longer than 

a certain period of time (generally one year) must be in 
writing to be enforceable. 338 


lease option A lease under which the tenant has the 
right to purchase the property at an agreed-upon price 
either during the lease term or at its end. 


lease purchase The purchase of real property, the 
consummation of which is preceded by a lease, usually long 
term, that is typically done for tax or financing purposes. 


346 


leasehold estate A tenant’s right to occupy real estate 
during the term of a lease, generally considered a personal 
property interest, although a long-term lease may be eligible 
for treatment as real property for financing purposes. 338 


legacy A disposition of money or personal property by 
will. 


legaldescription A description of a specific parcel of 
real estate complete enough for an independent surveyor to 


locate and identify it. 67 


legal life estate A form of life estate established by state 
law, rather than created voluntarily by an owner. It becomes 
effective when certain events occur. See dower, curtesy, and 
homestead for legal life estates used in some states. 37 


legally competent parties People who are recognized 
by law as being able to contract with others; those of legal 
age and sound mind. 


lessee See lease. 338 


338 


lessor See lease. 


leverage The use of borrowed money to finance an 
investment. 


levy To assess; to seize or collect. To levy a tax is to assess 
a property and set the rate of taxation. To levy an execution 
is to officially seize the property of a person in order to 
satisfy an obligation. 


liability coverage Feature of homeowners insurance 
that covers injuries or losses sustained within the home. 


license (1) In real estate practice, the privilege or right 
granted to a person by a state to operate as a real estate 
broker or salesperson. (2) The revocable permission for a 
temporary use of land—a personal right that cannot be 


sold. 41 


lien A right given by law to certain creditors to have 
their debts paid out of the property of a defaulting debtor, 
usually by means of a court sale. 38 


lientheory Principle in which the mortgagor retains 
both legal and equitable title to property that serves 

as security for a debt. The mortgagee has a lien on the 
property, but the mortgage is nothing more than collateral 
for the loan. 


life cycle costing In property management, comparing 
one type of equipment with another based on both 
purchase cost and operating cost over its expected useful 
lifetime. 


life estate An interest in real or personal property that 
is limited in duration to the lifetime of its owner or some 
other designated person or persons. 36 


life tenant A person in possession of a life estate. 
limited agent See special agent. 


limited liability company (LLC) A form of business 
organization that combines the most attractive features of 
limited partnerships and corporations. 58 


limited partnership See partnership. 58 
linear measurement Measurement in a straight line. 


liquidated damages An amount predetermined by the 
parties to a contract as the total compensation to an injured 
party should the other party breach the contract. 200 


liquidity The ability to sell an asset and convert it into 
cash, at a price close to its true value, in a short period of 
time. 


lis pendens A recorded legal document giving 
constructive notice that an action affecting a particular 
property has been filed in either a state or a federal court. 


listing agreement A contract between an owner (as 
principal) and a real estate professional (as representative 
of the owner) by which the real estate professional is 
employed to find a buyer for the owner’s real estate on the 
owner's terms, for which service the owner agrees to pay a 


140 


commission or other form of compensation. 


listing broker 
agreement is initiated. 


The broker from whose office a listing 


littoral rights (1) A landowner’s claim to use water in 
large navigable lakes and oceans adjacent to her property. 
(2) The ownership rights to land bordering these bodies of 
water up to the high-water mark. 24 
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living trust 
lifetime. 


A trust that is created during the trustor’s 


Loan Estimate A CFPB form that highlights the 
information that historically has been the most important 
to consumers. Interest rate, monthly payment, and total 
closing costs are clearly presented on the first page. 269 


loan origination fee A fee charged to the borrower by 
the lender for making a mortgage loan. The fee is usually 
computed as a percentage of the loan amount. 214 


loan-to-value ratio (LTV) The relationship between 
the amount of the mortgage loan and the value of the real 
estate being pledged as collateral. 212 


lot-and-block (recorded plat) method A method of 
describing real property that identifies a parcel of land by 
reference to lot and block numbers within a subdivision, as 
specified on a recorded subdivision plat. 74 


management agreement A contract between the 
owner of income property and a management firm or 
individual property manager that outlines the scope of the 
manager's authority. 379 


management plan A highly detailed plan that lays out 
the owner’s objectives for a property, as well as what the 
property manager wants to accomplish and how, including 
all budgetary information. 380 


managing broker The real estate professional who is 
responsible for supervision of the real estate professionals 
who act on behalf of the brokerage; may also be called a 
supervising broker. 118 


manufactured home A permanent installation built to 
federal specifications, providing a principal residence or a 
vacation home. 


manufactured housing Dwellings that are built off site 
and trucked to a building lot where they are installed or 
assembled. 19 


margin A premium added to the index rate representing 
the lender's cost of doing business. 223 


market A place where goods can be bought and sold and 
a price established. 8 


market data approach Also known as the sales 
comparison approach, An estimate of value obtained by 
comparing property being appraised with recently sold 
comparable properties. 323 


market value The most probable price that a property 
would bring in an arm’s-length transaction under normal 
conditions on the open market. 320 
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marketable title Good or clear title, reasonably free 
from the risk of litigation over possible defects. 107 


master plan See comprehensive plan. 


master-planned community A planned combination 
of diverse land uses, such as housing, recreation, and 
shopping, in one contained development or subdivision; 
also called a planned unit development (PUD). 


mechanic’s lien A statutory lien created in favor of 
contractors, laborers, material suppliers, and others who 
have performed work or furnished materials in the erection 
or repair of a building. 300 


Megan’s Law Federal legislation that promotes the 
establishment of state registration systems to maintain 
residential information on every person who kidnaps 
children, commits sexual crimes against children, or 
commits sexually violent crimes. 


meridian One of a set of imaginary lines running north 
and south and crossing a base line at a definite point, used 
in the rectangular (government) survey system of property 
description. 


metes-and-bounds method A method used to 
describe a parcel of land that begins at a well-marked point 
and follows the property's boundaries, using directions and 
distances around the tract, back to the place of beginning. 


74 


mill One-tenth of one cent. Some states use a mill rate 
to compute real estate taxes; for example, a rate of 52 mills 
would indicate a tax of $0.052 for each dollar of assessed 
valuation of a property. 298 


minimum level of services The services that real 
estate professionals must provide to clients, as prescribed 
differently by certain states; for example, assisting clients 
in negotiation and answering questions from clients about 
offers, counteroffers, and contingencies. 123 


ministerial acts The necessary paperwork and 
formalities involved in transferring ownership of real 


property. 
minor A person who has not reached the age of majority 


and, therefore, does not have legal capacity to transfer title 
to real property. 


mixed use Property that accommodates more than one 
use, such as commercial use and residential use. 


Model Real Estate Time-Share Act An act that governs 


the management, use, and termination of time-share units. 


modularhome A type of factory-built housing with 
components that are assembled at a building site on a 
prepared foundation. 


mold A form of fungus that can be found almost 
anywhere and can grow on almost any organic substance, 
so long as moisture and oxygen are present. Mold growth 
can gradually destroy what it is growing on, as well as cause 
serious health problems. 425 


monetary policy Governmental regulation of the 
amount of money in circulation through such institutions 
as the Federal Reserve Board. 


month-to-month tenancy A periodic tenancy under 
which the tenant rents for one month at a time. In the 
absence of a rental agreement (oral or written), a tenancy is 
generally considered to be month to month. 339 


monument A fixed natural or artificial object used to 
establish real estate boundaries for a metes-and-bounds 
description. 68 


mortgage A conditional transfer or pledge of real estate 
as security for the payment of a debt. Also, the document 
creating a mortgage lien. 215 


mortgage banker 
originates, services, and sell loans to investors. 


A mortgage loan company that 


mortgage broker An agent of a lender who brings the 
lender and the borrower together. The broker receives a fee 
for this service. 


Mortgage Disclosure Improvement Act (MDIA) 
Enacted in July 2008 as an amendment to the Truth 

in Lending Act (TILA) to require mortgage loan cost 
disclosures to consumers. Early disclosure (a good-faith 
estimate) of mortgage loan cost must be provided within 
three business days of receiving a consumer’s application 
for a mortgage loan; a creditor must wait seven business 
days after providing the early disclosures before closing the 
loan; and a creditor must provide new disclosures and wait 
an additional three business days before closing the loan, 
if a change occurs that makes the annual percentage rate 
quoted in the early disclosure inaccurate beyond a specified 


279 


tolerance. 


mortgage insurance premium (MIP) The FHA 
insurance that is a percentage of the loan amount that the 
borrower is charged as a premium. 


mortgage lien A lien or charge on the property of a 
mortgagor that secures the underlying debt obligation. 


300 


mortgage servicing transfer statement Disclosure 
required by the lender if the lender intends to sell or assign 
the right to service the loan to another loan servicer. The 
loan servicer must notify the borrower 15 days before 

the effective date of the loan transfer, including in the 
notice the name and address of the new servicer, toll-free 
telephone numbers, and the date the new servicer will begin 
accepting payments. 268 


mortgagee A lender in a mortgage loan transaction. 
215 


mortgagor 
215 


A borrower in a mortgage loan transaction. 


multiperil policies Insurance policies that offer 
protection from a range of potential perils, such as fire, 


hazard, public liability, and casualty. 392 


multiple listing clause A provision in an exclusive 
listing for the authority and obligation on the part of the 
listing agent to distribute the listing to other real estate 
professionals in a multiple listing organization. 


multiple listing service (MLS) A marketing 
organization composed of member real estate professionals 
who agree to share their listing agreements with one 
another in the hope of procuring ready, willing, and able 
buyers for their properties more quickly than they could on 
their own. Most multiple listing services accept exclusive 
right-to-sell or exclusive agency listings from their member 


real estate professionals. 161 


mutualassent Requirement that there must be 
complete agreement between the parties about the purpose 
and terms of a contract. 


National Association of REALTORS® (NAR) The 
largest real estate organization in the world; NAR members 
subscribe to a strict code of ethics. Active members are 
allowed to use the trademarked designation, REALTORS®. 


National Do Not Call Registry See Do Not Call 
Registry. 130 


negative amortization Process by which the amount 
of the loan increases. The mortgagor sets a payment cap, 

or maximum amount for payments, but the difference 
between the payment made and the full payment amount is 
added to the remaining mortgage balance. 223 


negligent misrepresentation Occurs when the real 
estate professional should have known that a statement 


150 


about a material fact was false. 


523 


Glossary 


negotiable instrument A written promise or order 
to pay a specific sum of money that may be transferred 
by endorsement or delivery. The transferee then has the 
original payee’s right to payment. 213 


net lease A lease requiring the tenant to pay not only 
rent but also costs incurred in maintaining the property, 
including taxes, insurance, utilities, and repairs. 345 


net listing A listing based on the net price the seller 
will receive if the property is sold. Under a net listing, the 
real estate professional can offer the property for sale at the 
highest price obtainable to increase the commission. This 
type of listing is illegal in many states. 161 


net operating income (NOI) The income projected for 
an income-producing property after deducting anticipated 
vacancy and collection losses and operating expenses. 328 


niche marketing The target marketing of specific 
demographic populations, within the bounds of fair 
housing laws. 


nonagent An intermediary between a buyer and a seller, 
or a landlord and a tenant, who assists one or both parties 
with a transaction without representing either. Also known 
as a facilitator, transaction broker, transaction coordinator, 


139 


and contract broker. 


nonconforming loan A loan that exceeds the Federal 
Housing Finance Agency (FHFA) loan limits; also called a 
jumbo loan. 


nonconforming use A use of property that is permitted 
to continue after a zoning ordinance prohibiting it has been 


established for the area. 403 


nondisturbance clause A mortgage clause stating 
that the mortgagee agrees not to terminate the tenancies 
of the lessees in the event the mortgagee forecloses on the 
mortgagor-lessor’s building. 344 


nonhomogeneity A lack of uniformity; dissimilarity. 
Because no two parcels of land are exactly alike, real estate 
is said to be nonhomogeneous. 17 


notarization Certification by a notary or other 
authorized official of the validity of a signature on a 
document. 


note See promissory note. 213 


novation Substituting a new obligation for an old one or 
substituting new parties to an existing obligation. 195 


numerator ‘The number written above the line of a 
fraction representing the number to be divided by the 
denominator. 
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nuncupative will An oral will declared by the testator 
in his final illness, made before witnesses and afterward 
reduced to writing; not permitted by all states. 


obsolescence The loss of value due to property features 
that are outmoded or less useful. Obsolescence may be 
functional or external. 


occupancy permit A permit issued by the appropriate 
local governing body to establish that the property is 
suitable for habitation by meeting certain safety and health 
standards. 


offer and acceptance Two essential components of 

a valid contract; a “meeting of the minds.” An offer is a 
promise made by the offeror, requesting something in 
exchange for that promise. Acceptance is a promise by the 
offeree to be bound by the exact terms proposed by the 
offeror. 191 


offeror/offeree The person who makes the offer is the 


offeror. The person to whom the offer is made is the offeree. 


Office of the Comptroller of the Currency 
(OCC) Government agency which sets standards and 
regulations for fiduciary lenders. 239 


open-end loan A mortgage loan that is expandable by 
increments up to a maximum dollar amount, with the full 
loan being secured by the same original mortgage. 249 


open listing A listing contract under which the real 
estate professional’s compensation is contingent on the 
real estate professional producing a ready, willing, and able 
buyer before the property is sold by the seller or another 
real estate professional. 161 


operating budget A property’s anticipated financial 
performance in the present and future. It gives the owner a 
sense of expected profit. 381 


option An agreement to keep open for a set period an 
offer to sell or purchase property. 202 


ostensible agency A form of implied agency 
relationship created by the actions of the parties involved 
rather than by written agreement or document. 


owelty lien A lien created by the order of the court to 
make an equitable partition of property when otherwise 

an agreeable partition is impossible or impractical (i.e., in 
a divorce). The owelty lien allows the party acquiring the 
interest of a co-owner to place a lien on the entire property. 


owner financing The seller is the primary lender, 
securing the property by means of a deed, note and 
mortgage, deed of trust, or contract for deed. In its 
traditional form, the buyer takes possession of the property 
and the seller retains legal title until paid in full, but some 
states have softened this outcome to provide that the buyer 
is entitled to legal title after a specified period of successful 
loan payments. 248 


P&I Principal and interest. 


package loan A real estate loan used to finance the 
purchase of both real property and personal property, such 
as in the purchase of a new home that includes carpeting, 
window coverings, and major appliances. 270 


panic selling The illegal practice of soliciting people in a 
neighborhood to sell their homes because of fear or alarm; 
also referred to as blockbusting. 


participation mortgage A mortgage loan wherein 
the lender has a partial equity interest in the property or 
receives a portion of the income from the property. 


partition The division of cotenants’ interests in real 
property when the parties do not all voluntarily agree to 
terminate the co-ownership; takes place through a court 
procedure. 54 


partnership An association of two or more individuals 
who carry on a continuing business for profit as co-owners. 
Under the law, a partnership is regarded as a group of 
individuals rather than as a single entity separate from the 
individual owners. A general partnership is a typical form 
of joint venture in which each general partner shares in 

the administration, profits, and losses of the operation. A 
limited partnership is a business arrangement whereby the 
operation is administered by one or more general partners 
and funded, by and large, by limited or silent partners, who 
are by law responsible for losses only to the extent of their 
investments. 57 


party wall An exterior wall of a building that straddles 
the boundary line between two lots, or a commonly shared 
partition wall between two connected properties. 


passing papers When parties to a transaction sit around 
a table and exchange copies of documents as the documents 
are executed. 


patent A grant or franchise of land from the 
U.S. government. 


paymentcap The limit on the amount the monthly 
payment can be increased on an adjustable-rate mortgage 
when the interest rate is adjusted. 


payoff statement See reduction certificate. 


percent One part in a hundred. 


percentage lease A lease, commonly used for 
commercial property, whose rental is based on the tenant’s 
gross sales at the premises; it usually stipulates a base 
monthly rental plus a percentage of any gross sales above a 
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certain amount. 


percolation test A test of the soil to determine whether 
it will absorb and drain water adequately to use a septic 
system for sewage disposal. 


periodic tenancy See estate from period to period. 


personal property Items, called chattels, that do not fit 
into the definition of real property; movable objects. 19 


personalty Personal property. 


physical deterioration A reduction in a property’s 
value resulting from a decline in physical condition; can be 
caused by action of the elements or by ordinary wear and 
tear. 


PITI ‘The basic costs of owning a home—mortgage 
principal and interest, real estate taxes, and hazard 
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insurance. 


PITT ‘The four unities of tenants in a joint tenancy: 
possession, interest, time, and title. 52 


planned unit development (PUD) A planned 
combination of diverse land uses, such as housing, 
recreation, and shopping, in one contained development or 
subdivision. 402 


platmap A map of a town, section, or subdivision 
indicating the location and boundaries of individual 
properties. 74 


plottage ‘The increase in value or utility resulting from 
the consolidation (assemblage) of two or more adjacent lots 
into one larger lot. 322 


point A term used for a percentage of the principal loan 
amount charged by the lender. Each point is equal to 1% of 
the loan amount. 


point of beginning (POB) In a metes-and-bounds legal 
description, the starting point of the survey, situated in 
one corner of the parcel; all metes-and-bounds descriptions 
must follow the boundaries of the parcel back to the point 
of beginning. 68 


police power The government’s right to impose laws, 
statutes, and ordinances, including zoning ordinances and 
building codes, to protect the public health, safety, and 
welfare. 42 


525 


Glossary 


polychlorinated biphenyls (PCBs) Used as an 
insulating material in dielectric oil. It can linger in the 
environment for long periods of time and can cause health 
problems. 424 


possession Owning or occupying a property. 


power of attorney A written instrument authorizing 
a person, the attorney-in-fact, to act as agent for another 
person to the extent indicated in the instrument. 


prepaid items On a closing statement, items that 
have been paid in advance by the seller, such as fuel costs 
and some real estate taxes, for which the seller must be 
reimbursed by the buyer. 284 


prepayment penalty A charge imposed on a borrower 
who pays off the loan principal early. This penalty 
compensates the lender for interest and other charges that 


would otherwise be lost. 214 


preventive maintenance Small repairs that help 
prevent bigger problems and expenses. 386 


price The amount of money paid for an item or service. 


price-fixing See antitrust laws. 124 


primary mortgage market The mortgage market in 
which loans are originated, consisting of lenders such as 
commercial banks, savings associations, and mutual savings 


banks. 239 


principal (1) A sum loaned or employed as a fund 

or an investment, as distinguished from its income or 
profits. (2) The original amount (as in a loan) of the total 
due and payable at a certain date. (3) A main party toa 
transaction—the person for whom an agent works. 139 


principal meridian The main imaginary line running 
north and south and crossing a base line at a definite point; 
used by surveyors for reference in locating and describing 
land under the rectangular (government) survey system of 
legal description. 70 


prior appropriation A concept of water ownership in 
which the landowner’s right to use available water is based 
on a government-administered permit system. 25 


priority The order of position or time. The priority of 
liens is generally determined by the chronological order in 
which the lien documents are recorded; tax liens, however, 
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have priority even over previously recorded liens. 


private mortgage insurance (PMI) Insurance provided 
by a private carrier that protects a lender against a loss in 
the event of a foreclosure and deficiency. 244 
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probate A legal process by which a court determines 
who will inherit a decedent’s property and what the estate’s 
assets are. 94 


procuring cause The effort that brings about the desired 
result. Under an open listing, the real estate professional 
who is the procuring cause of the sale receives the 
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commission. 


profit Making a gain from an investment after 
subtracting expenses. 


profit and loss statement A general financial picture 
based on the monthly cash flow reports; does not include 
382 


itemized information. 


progression An appraisal principle that the value of a 
lesser-quality property is favorably affected by the presence 
of a better-quality property. 323 


promissory note A financing instrument that states the 
terms of the underlying obligation, is signed by its maker, 
and is negotiable (transferable to a third party). 213 


property inspection waiver 
appraisal for an eligible loan purchased by Fannie Mae. 
311 


An option to waive an 


property manager Someone who manages real estate 
for another person for compensation. Duties include 
collecting rents, maintaining the property, and keeping up 
all accounting. 376 


property reports ‘The mandatory federal and state 
documents compiled by subdividers and developers to 
provide potential purchasers with facts about a property 
prior to a purchase. 


proprietary lease A lease given by the corporation that 
owns a cooperative apartment building to a shareholder 
who has the right as a tenant to an individual unit. 


prorations Expenses, either prepaid or paid in arrears, 
that are divided or distributed between the buyer and the 
seller at the closing. 283 


protected class Any group of people designated as such 
by the Department of Housing and Urban Development 
(HUD) in consideration of federal civil rights legislation. 
Individual states and local jurisdictions provide such 
designation to additional groups as well. 


public ownership Government-owned property. 


puffing Exaggerated or superlative comments or 
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opinions. 


pur autre vie “For the life of another.” A life estate pur 
autre vie is a life estate that is measured by the life of a 
person or persons other than the grantee. 36 


purchase money mortgage A note secured by a 
mortgage or deed of trust given by a buyer, as borrower, to 
a seller, as lender, as part of the purchase price of the real 


estate. 203 


purchase option The right given by a lease to the tenant 
to purchase the property at a predetermined price within a 
certain period, possibly the lease term. 344 


pyramiding The process of acquiring additional property 
by refinancing property already owned and investing the 
loan proceeds in additional properties. 


quiet title A court action to remove a cloud on the title. 


quitclaim deed A conveyance that transfers whatever 
interest the grantor has in the specified real estate, without 
warranties or obligations. 90 


quotient The number resulting from dividing one 
number by another. 


radon A naturally occurring gas that is suspected of 
causing lung cancer. 423 


range A strip of land six miles wide, extending north 
and south and numbered east and west according to its 
distance from the principal meridian in the rectangular 
(government) survey system of legal description. 71 


rate cap The limit on the amount the interest rate can 
be increased at each adjustment period in an adjustable rate 
loan. The cap may also set the maximum interest rate that 
can be charged during the life of the loan. 


ratification Method of creating an agency relationship 
in which the principal accepts the conduct of someone who 
acted without prior authorization as the principal’s agent. 


ready, willing, and able buyer Person who is prepared 
to buy property on the seller’s terms and is ready to take 
positive steps to consummate the transaction. 121 


realestate Land; a portion of the earth’s surface 
extending downward to the center of the earth and upward 
infinitely into space, including all things permanently 
attached to it, whether naturally or artificially. 17 


realestate broker A person licensed to arrange the 
buying, selling, leasing, or exchange of real property for a 
fee. 


real estate investment syndicate See syndicate. 


real estate investment trust (REIT) Trust ownership 
of real estate by a group of individuals who purchase 
certificates of ownership in the trust, which in turn invests 
the money in real property and distributes the profits back 
to the investors free of corporate income tax. 


realestate license law State law enacted to protect the 
public from fraud, dishonesty, and incompetence on the 
part of those they hire to represent them in the purchase 
and sale of real estate. 


realestate licensee In real estate practice, a person who 
has the skills and knowledge to be licensed as a real estate 
broker or salesperson. 2 


real estate mortgage investment conduit (REMIC) A 
tax entity that issues multiple classes of investor interests 
(securities) backed by a pool of mortgages. 


realestate recovery fund A fund established in some 
states from real estate license revenues to cover claims of 
aggrieved parties who have suffered monetary damage 
through the actions of a real estate professional. 


Real Estate Settlement Procedures Act (RESPA) ‘The 
federal law that requires certain disclosures to consumers 
about mortgage loan settlements. The law also prohibits 
the payment or receipt of kickbacks and certain kinds of 
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referral fees. 


real property The interests, benefits, and rights inherent 
in real estate ownership; often used as a synonym for real 
estate. 17 


REALTOR® A registered trademarked term reserved for the 
sole use of active members of state and local REALTOR® 
associations affiliated with the National Association of 
REALTORS®. 


reconciliation The final step in the appraisal process, in 
which the appraiser considers the estimates of value received 
from the sales comparison, cost, and income approaches 

to arrive at a final opinion of market value for the subject 
property. 330 


reconveyance deed A deed used by a trustee under a 
deed of trust to return title to the trustor. 91 


recorded plat A map of a subdivision filed as a public 
record showing the location and boundaries of the 
individual parcels. 


recording The act of entering or recording documents 
affecting or conveying interests in real estate in the 
recorder’s office established in each county. Until it is 
recorded, a deed or a mortgage ordinarily is not effective 
against subsequent purchasers or mortgagees. 104 
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rectangular (government) survey system A system 
established in 1785 by the federal government, providing 
for surveying and describing land by reference to principal 
meridians and base lines. 70 


redemption The right of a defaulted property owner to 
recover property by curing the default. 


redemption period A period of time established by 
state law during which property owners have the right to 
redeem their real estate from a foreclosure or tax sale by 
paying the sales price, interest, and costs. Many states do 
not have mortgage redemption laws. 


redlining The illegal practice by a lending institution of 
denying loans or restricting their number for certain areas 
ofacommunity. 365 


reduction certificate (payoff statement) The 
document signed by a lender indicating the amount 
required to pay a loan balance in full and satisfy the debt; 
used in the settlement process to protect both the seller’s 
and the buyer’s interests. 


regression An appraisal principle that the value of a 
better-quality property is affected adversely by the presence 
of a lesser-quality property. 322 


Regulation Z Implements the Truth in Lending Act 
(TILA), requiring credit institutions to inform borrowers of 
the true cost of obtaining credit. 251 


release deed A document, also known as a deed of 
reconveyance, that transfers all rights given a trustee under 
a deed of trust loan back to the grantor after the loan has 
been fully repaid. 219 


release of lien A lien on a property that is now free 
from a mortgage. 


reliction The increase of a landowner’s property by the 
receding of an adjacent body of water. 25 


remainder interest The remnant of an estate that 
has been conveyed to take effect and be enjoyed after 
the termination of a prior estate, such as when an owner 
conveys a life estate to one party and the remainder to 
another. 37 


renewaloption A clause in a lease that grants the lessee 
the privilege of renewing the lease. 344 


rent A fixed, periodic payment made by a tenant of a 
property to the owner for possession and use, usually by 
prior agreement of the parties. 338 
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rent schedule A statement of proposed rental rates, 
determined by the owner or the property manager or both, 
based on a building’s estimated expenses, market supply and 
demand, and the owner’s long-range goals for the property. 


replacement cost ‘The construction cost at current 
prices of a property that is not necessarily an exact duplicate 
of the subject property but serves the same purpose or 
function as the original. 


representation The role of a real estate professional 
acting on behalf of a client in a real estate transaction. 


reproduction cost ‘The construction cost at current 
prices of an exact duplicate of the subject property. 


rescission The practice of one party canceling or 
terminating a contract, which has the effect of returning the 
parties to their original positions before the contract was 
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made. 


reservation Something that is retained by the seller 
(i.e., a life estate or an access easement). 


Resolution Trust Corporation (RTC) Created in 

1989 by the Financial Institutions Reform, Recovery, and 
Enforcement Act (FIRREA) to liquidate the assets of failed 
savings and loan associations. In 1995, the responsibilities 
of RTC were transferred to the Savings Association 
Insurance Fund of the Federal Deposit Insurance 
Corporation. 


restrictive covenant A clause in a deed that limits the 
way the real estate ownership may be used. 407 


reverse mortgage A loan by which a homeowner 
receives a lump sum, monthly payments, or a line of credit 
based on the homeowner’s equity in the property secured 
by the mortgage. The loan must be repaid at a prearranged 
date, upon the death of the owner, or upon the sale of the 
property. 224 


reversionary interest The remnant of an estate that the 
grantor holds after granting a life estate to another person. 


37 


reversionary right The return of the rights of 
possession and quiet enjoyment to the lessor at the 
expiration of a lease. 338 


revocation Canceling or annulling licensed privileges or 
rights. 


right of first refusal A clause allowing the tenant the 
opportunity to buy the property before the owner accepts 
an offer from another party. 344 


right of survivorship See joint tenancy. 51 


right-of-way The right given by one landowner to 
another to pass over the land, construct a roadway, or use as 
a pathway, without actually transferring ownership. 


riparian rights An owner's rights in land that borders 
on or includes a stream, river, or lake. These rights include 
access to and use of the water. 24 


risk management — Evaluation and selection of 
appropriate property and other insurance. 391 


routine maintenance Day-to-day duties such as 
cleaning common areas, performing minor carpentry and 
plumbing adjustments, and providing regularly scheduled 
upkeep of heating, air-conditioning, and landscaping. 387 


rules and regulations Real estate licensing authority 
orders that govern real estate professionals’ activities, having 
the same force and effect as statutory law. 


Safe Drinking Water Act An act to protect public 
health by authorizing the EPA to set national health-based 
standards for drinking water. 


sale-and-leaseback A transaction in which the 
owner sells improved property and, as part of the same 
transaction, signs a long-term lease to remain in possession 


of the premises. 249 


sales associate A person who performs real estate 


activities while employed by a licensed real estate broker. 
2 


sales comparison approach The process of estimating 
the value of a property by examining and comparing sales 
and listings of comparable properties. 323 


sales price The amount of money paid to a seller for the 
product sold. 323 


salesperson See sales associate. 2 


satisfaction Release or discharge when a note has been 
fully paid, returning to the borrower all interest in the 
real estate originally conveyed to the lender. Entering this 
release in the public record shows that the debt has been 
removed from the property. 


satisfaction of mortgage A document acknowledging 
the payment of a mortgage debt. 218 


secondary mortgage market A market for the 
purchase and sale of existing mortgages, designed to 
provide greater liquidity for mortgages. Mortgages are first 
originated in the primary mortgage market. 240 


section A portion of a township under the rectangular 
(government) survey system. A township is divided into 
36 sections, numbered 1 through 36. A section is a square 
with mile-long sides and an area of one square mile, or 
640 acres. 72 


security See collateral. 


security deposit A payment by a tenant, held by 
the landlord during the lease term, and kept (wholly or 
partially) on default or on destruction of the premises by 
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the tenant. 


seller’s broker 
only the seller in transactions. 


The real estate broker who represents 


seller’s disclosure notice Documents completed 
by the seller of a home listing any known issues of the 
property, including home improvements made. 


separate property Under community property law, 
property owned solely by either spouse before the marriage, 
acquired by gift or inheritance during the marriage, or 
purchased with separate funds after the marriage. 54 


servient tenement Land on which an easement exists 
in favor of an adjacent property, called the dominant 
tenement. 


setback ‘The amount of space local zoning regulations 
require between a lot line and a building. 


settlement and transfer See closing. 


Settlement Statement (HUD-1) The special HUD 
form, recently replaced by a new form created by the 
Consumer Financial Protection Bureau, that itemized all 
charges to be paid by a borrower and a seller in connection 
with the settlement of a real estate transaction. Also called 
the HUD-1 form. 


severalty Ownership of real property by one person 
only; also called sole ownership. 50 


severance Changing an item of real estate to personal 
property by detaching it from the land (e.g., cutting down 
a tree). 20 


shared appreciation mortgage (SAM) A mortgage 
loan in which the lender, in exchange for a loan with a 
favorable interest rate, participates in the profits (if any) the 
borrower receives when the property is eventually sold. 


short sale Sale of property in which the sales price is less 
than the remaining indebtedness. 227 
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sick building syndrome (SBS) An illness caused by 
poor air quality, typically in large commercial buildings. 
Symptoms include fatigue, nausea, headache, and 
sensitivity to odors. 


single agency Agency relationship in which the agent 
145 


represents only one party to a transaction. 


situs The location of land for legal purposes; the 
jurisdiction in which land is located. 26 


Small Business Liability Relief and Brownfields 
Revitalization Act Law that provides funds to assess 
and clean up brownfields, clarifies liability protections, and 
provides tax incentives toward enhancing state and tribal 
response programs (also known as Brownfields Law). 430 


specialagent One who is authorized by a principal to 
perform a single act or transaction; a real estate professional 
is usually a special agent authorized to find a ready, willing, 
and able buyer for a particular property, when representing 
a seller, or a special agent authorized to find a suitable 
property, when representing a buyer. 145 


special assessment A tax or levy customarily imposed 
against only those specific parcels of real estate that will 
benefit from a proposed public improvement like a street or 
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sewer. 


special warranty deed A deed in which the grantor 
warrants, or guarantees, the title only against defects arising 
during the period of the grantor’s tenure and ownership 

of the property and not against defects existing before that 
time, generally using the language, “by, through, or under 
the grantor but not otherwise.” 89 


specific lien A lien affecting or attaching only to a 
certain, identified parcel of land or piece of property. 294 


specific performance A legal action to compel a party 
to carry out the terms of a contract. 


spot survey A survey that shows the location, size, and 
shape of buildings on the lot, in addition to the lot’s legal 
description. 


spot zoning Granting a particular parcel a classification 
that differs from the classification of other land in the 
immediate area; may be considered illegal. 


statute of frauds That part of a state law that requires 
certain instruments, such as deeds, real estate sales 
contracts, and certain leases, to be in writing to be legally 
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enforceable. 


statute of limitations That law pertaining to the period 
of time within which certain actions must be brought to 
court. 
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statutory lien A lien imposed on property by statute—a 
tax lien, for example—in contrast to an equitable lien, 
which arises out of common law. 294 


statutory right of redemption The right of a defaulted 
property owner to recover the property after its sale by 
paying the appropriate fees and charges. 299 


statutory year A year composed of 12 months, with 
each month consisting of 30 days, for a total of 360 days in 
the year. Also called a banker’ year. 


steering The illegal practice of channeling home seekers 
to particular areas based on their race, national origin, 
religion, or other protected classification. 364 


stigmatized property A property that has acquired an 
undesirable reputation due to an event that occurred on or 
near it, such as violent crime, gang-related activity, illness, 
or personal tragedy. Some states restrict the disclosure of 
information about stigmatized properties. 


straight-line depreciation Depreciation taken 
periodically in equal amounts over an asset’s useful life. 


straight loan A loan in which only interest is paid 
during the term of the loan, with the entire principal 
amount due with the final interest payment. 221 


subagent A cooperating agent working with the broker 
on behalf of the broker’s client. 


subdivider 
into smaller, usable lots and sells the lots to potential users. 
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One who buys undeveloped land, divides it 


subdivision A tract of land divided by the owner, 
known as the subdivider, into blocks, building lots, and 
streets according to a recorded subdivision plat, which must 
comply with local ordinances and regulations. 406 


subdivision and development ordinances Municipal 
ordinances that establish requirements for subdivisions and 
development. 


subdivision plat See plat map. 


subjectto Buyer takes title of property and makes 
payments on the existing loan but is not personally 
obligated to pay the debt in full. Original seller might 
continue to be liable for debt. 


“Subject to” 
or contingencies of a purchase. 219 


A clause in a contract specifying exceptions 


subjective value The perceived value of an item based 
on the benefits given to the owner. 


sublease See subletting. 343 


subletting The leasing of premises by a lessee to a 
third party for part of the lessee’s remaining term. See also 
assignment. 


subordination Relegation to a lesser position, usually in 
respect to a right or security. 


subordination agreement A written agreement 
between holders of liens on a property that changes the 
priority of mortgage, judgment, and other liens under 
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certain circumstances. 


subrogation The right acquired by the title company to 
any remedy or damages available to the insured when a title 
company makes a payment to settle a claim covered by a 
policy. 109 


substitution An appraisal principle that the maximum 
value of a property tends to be set by the cost of purchasing 
an equally desirable and valuable substitute property, 
assuming that no costly delay is encountered in making the 
substitution. 323 


subsurface rights Ownership rights in a parcel of real 
estate to the water, minerals, gas, oil, and so forth that lie 
beneath the surface of the property. 22 


suit for possession A court suit initiated by a landlord 
to evict a tenant from leased premises after the tenant 
has breached one of the terms of the lease or has held 
possession of the property after the lease’s expiration. 


suit for specific performance See specific 
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performance. 


suit to quiet title A court action intended to establish 
or settle the title to a particular property, especially when 
there is a cloud on the title. 


Superfund Popular name of the hazardous-waste 
cleanup fund established by the Comprehensive 
Environmental Response, Compensation, and Liability Act 


(CERCLA). 


Superfund Amendments and Reauthorization Act 
(SARA) An amendatory statute that contains stronger 
cleanup standards for contaminated sites, increased 
funding for Superfund, and clarifications of lender liability 
and innocent landowner immunity. See Comprehensive 
Environmental Response, Compensation, and Liability Act 


(CERCLA). 431 


supply ‘The amount of goods available for sale in the 
market. The term is often coupled with demand. 


supply and demand The appraisal principle that 
follows the interrelationship of the supply of and demand 
for real estate. Because appraising is based on economic 
concepts, this principle recognizes that real property is 
subject to the influences of the marketplace as with any 
other commodity. 8 


surety bonds An agreement by an insurance or 
bonding company to be responsible for certain possible 
defaults, debts, or obligations incurred by an insured 
party; in essence, a policy insuring one’s personal and/or 
financial integrity. In the real estate business, a surety bond 
is generally used to ensure that a particular project will 

be completed at a certain date or that a contract will be 
performed as stated. 392 


surface rights Ownership rights in a parcel of real estate 
that are limited to the surface of the property and do not 
include the space above it (air rights) or the substances 
below the surface (subsurface rights). 22 


survey ‘The process by which boundaries are measured 
and land areas are determined; the on-site measurement 

of lot lines, dimensions, and position of a house on a lot, 
including the determination of any existing encroachments 
or easements. 67 


syndicate A combination of people or firms formed 

to accomplish a business venture of mutual interest by 
pooling resources. In a real estate investment syndicate, the 
parties own and/or develop property, with the main profit 
generally arising from the sale of the property. 


tacking Concept providing that successive periods 
of continuous occupation by different parties may be 
combined to reach the required total number of years 
needed to establish a claim for a prescriptive easement. 


taking Process of land being taken from a property 
owner for public use through eminent domain with the 
requirement that the owner be compensated fairly. 43 


tax basis The point from which gains and losses are 
figured for tax purposes. 


tax credit An amount by which tax owed is reduced 
directly. 


taxdeed An instrument, similar to a certificate of sale, 
given to a purchaser at a tax sale. See also certificate of sale. 


tax levy The formal action taken to impose a tax, usually 
by vote of a taxing district’s governing body. 


tax lien A charge against property, created by operation 
of law. Tax liens and assessments take priority over all other 
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liens. 
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tax sale A court-ordered sale of real property to raise 
money to cover delinquent taxes. 299 


taxation The process by which a government body raises 
monies to fund its operation. 44 


tenancy bythe entirety The joint ownership, 
recognized in some states, of property acquired by husband 
and wife during marriage. Upon the death of one spouse, 
the survivor becomes the owner of the property. 54 


tenancy in common (TIC) A form of co-ownership 

by which each owner holds an undivided interest in real 
property as if each were sole owner. Each individual owner 
has the right to partition. Unlike joint tenants, tenants in 
common have the right of inheritance. 50 


tenant One who holds or possesses lands or tenements 
by any kind of right or title. 


tenantimprovements Alterations to the interior of 
a building to meet the functional demands of the tenant. 


Also known as build-outs. 387 


tenant’s insurance 
belongings of tenants. 


Insurance on the personal 


testamentary trust 
after one’s death. 


A trust that is established by will 


testate Having made and left a valid will. 94 


testator A person who has made a valid will. A woman 
might be referred to as a testatrix, although testator can be 
used for either a man or a woman. 95 


tie-in agreement Agreement to sell one product only 
if the buyer purchases another product as well; also called a 
tying agreement. 


tiers Strips of land that are six miles wide, extending east 
and west and numbered north and south according to their 
distance from the base line in the rectangular (government) 
survey system of legal description. 71 


“Time is of the essence" A phrase in a contract that 
requires the performance of a certain act within a stated 
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period of time. 


time-share A form of ownership interest that may 
include an estate interest in property and that allows use of 
the property for a fixed or variable time period. 62 


title (1) The right to ownership or the ownership of land. 
(2) The evidence of ownership of land. 84 
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title insurance A policy insuring a property owner or 
mortgagee against loss by reason of defects in the title to a 
parcel of real estate, other than encumbrances, defects, and 


matters specifically excluded by the policy. 108 


title search The examination of public records 
relating to real estate to determine the current state of the 
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ownership. 


title theory Principle in which the mortgagor conveys 
legal title to the mortgagee (or some other designated 
individual) and retains equitable title and the right of 
possession. In effect, because the lender holds legal title, 
the lender has the right to immediate possession of the 
real estate and rents from the mortgaged property if the 
mortgagor defaults. 


Title VIII of Civil Rights Act of 1968 (Fair Housing 
Act) As since amended, the Fair Housing Act prohibits 
discrimination in housing based on race, color, religion, 
national origin, sex, familial status, or disability. 357 


Torrens system A method of evidencing title by 
registration with the proper public authority, generally 
called the registrar ; named for its founder, Sir Robert 
110 


Torrens. 


townhouse A type of residential dwelling with two 
floors that is connected to one or more dwellings by a 
common wall or walls. Title to the unit and lot vest in the 
owner who shares a fractional interest with other owners in 
any common areas. 60 


township The principal unit of the rectangular 
(government) survey system. A township is a 6-mile square 
of 36 square miles. 71 


township lines All the lines in a rectangular survey 
system that run east and west, parallel to the base line and 
six miles apart. 71 


township strips See tier. 


trade fixture An article installed by a tenant under the 
terms of a lease that is removable by the tenant before the 
lease expires. 21 


transaction broker Helps both the buyer and the seller 
with paperwork and formalities in transferring ownership of 
real property, but who is not an agent of either party. 149 
transaction coordinator See nonagent. 


transfer tax Tax stamps required to be affixed to a deed 
by state and/or local law. 91 


triggering terms Specific credit terms, such as down 
payment, monthly payment, and amount of finance charge 
or term of loan. 252 


trust A fiduciary arrangement whereby property is 
conveyed to a person or an institution, called a trustee, to be 
held and administered on behalf of another person, called 

a beneficiary. The one who conveys the trust is called the 
trustor. 55 


trust deed An instrument used to create a mortgage lien 
by which the borrower conveys title to a trustee, who holds 
it as security for the benefit of the note holder (the lender); 
also called a deed of trust. 


trustee One to whom something is entrusted and who 
holds legal title to property and administers the property 
for the benefit of a beneficiary. Can also be a member of a 
board entrusted with the administration of an institution or 
organization, such as a cooperative. 


trustee’sdeed A deed executed by a trustee conveying 
land held in a trust. 91 


trustor A borrower in a deed of trust loan transaction; 
one who places property in a trust. Also called a grantor or 
settler. 


Truth in Lending Act (TILA) Federal government 
regulates the lending practices of mortgage lenders through 
this act. 251 


unbundling services Offering only the real estate 
services that a client requires. 


underground storage tanks (USTs) Commonly found 
on sites where petroleum products are used or where gas 
stations and auto repair shops are located, and subject to 
federal and state regulations. In residential areas, tanks are 
used to store heating oil. Over time, neglected tanks may 
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leak hazardous substances into the environment. 
undivided interest See tenancy in common. 


unenforceable contract A contract that has all the 
elements of a valid contract, yet neither party can sue the 
other to force performance of it. For example, an unsigned 
contract is generally unenforceable. 194 


Uniform Electronic Transactions Act (UETA) Sets 
forth rules for entering into an enforceable contract using 
129 


electronic means. 


Uniform Partnership Act Law that provides for the 
continuation of an existing business if a partner in a general 
partnership dies, withdraws, or goes bankrupt. 


Uniform Residential Appraisal Report (URAR) The 
appraisal form created by Fannie Mae and Freddie Mac that 
is required for most residential real estate transactions. 


Uniform Standards of Professional Appraisal Practice 
(USPAP) A set of standards developed by the Appraisal 
Foundation that details information required for a property 
appraisal. 311 


unilateral contract A one-sided contract wherein one 
party makes a promise so as to induce a second party to 

do something. The second party is not legally bound to 
perform; however, if the second party does comply, the first 
party is obligated to keep the promise. 191 


uniqueness The idea that no matter how identical they 
may appear, no two parcels of real estate are ever exactly 


alike. 


unity of ownership The four unities that are 
traditionally needed to create a joint tenancy—unity of 
title, time, interest, and possession. 


unity of possession Co-owners of a tenancy in 
common are each entitled to possession and use of the 
entire property, even though each hold only a fractional 
ownership interest. 


universal agent A person empowered to do anything 
the principal could do personally. 144 


urea-formaldehyde foam insulation 

(UFFI) Insulating foam that can release harmful 
formaldehyde gases. Formaldehyde causes some individuals 
to suffer respiratory problems, as well as eye and skin 
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irritations. 


usury Charging interest at a higher rate than the 
maximum rate established by state law. 213 


VA-guaranteed loan A mortgage loan on approved 
property made to a qualified veteran by an authorized 
lender and guaranteed by the U.S. Department of Veterans 
Affairs in order to limit the lender’s possible loss. 


valid contract A contract that complies with all the 
essentials of a contract and is binding and enforceable on all 
parties to it. (193) 


value The power of a good or service to command other 
goods in exchange for the present worth of future rights to 
its income or amenities. (320) 


variable rate mortgage A mortgage loan in which the 
interest rate varies depending on market conditions. 
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variance Permission obtained from zoning authorities 
to build a structure or conduct a use that is expressly 
prohibited by the current zoning laws; an exception from 
the zoning ordinances. (404) 


vendee A buyer, usually under the terms of a land 
contract. 


vendor 
contract. 


A seller, usually under the terms of a land 


vendor’s lien A lien that belongs to a vendor for the 
unpaid purchase price of land, where the vendor has 
not taken any other lien or security beyond the personal 
obligation of the purchaser. (294) 


void contract A contract that has no legal force or 
effect because it does not meet the essential elements of a 
contract. (193) 


voidable contract A contract that seems to be valid on 


the surface but may be rejected or disaffirmed by one or 
both of the parties. (194) 


volume The amount of space of a three-dimensional 
object. 


voluntary alienation See alienation. (84) 


voluntary lien A lien placed on property with the 
knowledge and consent of the property owner. 303 


warranty clause A part of the deed in which the seller 
warrants the title conveyed to the buyer. 


waste An improper use or an abuse of a property by 

a possessor who holds less than fee ownership, such as a 
tenant, life tenant, or vendee. Such waste ordinarily impairs 
the value of the land or the interest of the person holding 
the title or the reversionary rights. 


water rights Common law rights held by owners of land 
adjacent to rivers, lakes, or oceans; includes restrictions on 


those rights and land ownership. 23 


water table The natural level at which the ground is 
saturated. The water table may be several hundred feet 
underground or near the surface. 426 


will A written document, properly witnessed, providing 
for the transfer of title to property owned by the deceased, 
called the testator. 95 


workers’ compensation acts State laws that require an 
employer to obtain insurance coverage to protect employees 
who are injured in the course of their employment. 392 
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wraparound loan A method of refinancing in which 
the new mortgage is placed in a secondary, or subordinate, 
position; the new mortgage includes both the unpaid 
principal balance of the first mortgage and whatever 
additional sums are advanced by the lender. In essence, it is 
an additional mortgage in which another lender refinances 
a borrower by lending an amount over the existing first 
mortgage amount without disturbing the existence of the 
first mortgage. 


writ of attachment A document ordered by the court 
to have a sheriff enter a leased property to give possession 
back to the owner. 305 


x-bar method A math tool used to solve percentage 
problems, indicating what values to multiply or divide to 
arrive at the unknown value. 454 


zoning A regulatory tool that helps communities regulate 
and control how land is used. 


zoning board of appeals A board that must be formed 
when the local legislature adopts a new zoning law, to 
provide for property owners to object to the application of 
the law to their property. 404 


zoning ordinance An exercise of police power by a 
municipality to regulate and control the character and use 
of property. 401 


ANSWER KEY 


Unit 1 Quiz 


1l. b 


2. b 
3. d 
4. c 
5. b 
6 d 
7. b 
8. a 


The answer is a real estate appraiser. Although real 
estate professionals, counselors, and inspectors also 
look closely at a specific property, only an appraiser 
is qualified to produce a formal opinion of value— 
an appraisal. 


The answer is price tends to drop. If demand is 
constant and supply increases, sellers compete with 
each other by lowering prices. 


The answer is governmental monetary policy. 
Population, demographics, and employment 
impact demand for a commodity, but 
governmental monetary policy strongly influences 
the supply and value of property in a local market. 


The answer is wage levels and employment 
opportunities. When wage levels and job expansion 
are increasing, workers are more likely to buy real 
estate; when job opportunities are scarce or wage 
levels low, demand for real estate usually drops. 


‘The answer is specializations within the real estate 
industry. All are specializations in the field of real 

estate, and every real estate professional must have 
a basic knowledge of these specialties. 


The answer is fair housing. Fair housing laws 
prohibit discriminatory practices against protected 
classes of individuals. 


The answer is houses will likely become more 
expensive. The expected arrival of 2,000 employees 
and their families in a small town will cause sellers 
to raise their prices in expectation of the greatly 
increased demand and the long time it takes to 
build new housing. It becomes a sellers’ market, and 
the many buyers will have to compete for the few 
houses available. 


The answer is real estate counselor. Advising and 
guiding investors and other buyers is counseling 
them. Many states require a person to have a 
real estate license to serve as a real estate advisor/ 
counselor for a fee because it involves skills and 
duties closely related to real estate brokerage. 


10. 


11. 


12. 


13. 


14. 


15. 


16. 


17. 


18. 


19. 


The answer is mortgage loan originators. Federal 
law requires mortgage loan originators to qualify 
for the Nationwide Multistate Licensing System 
and Registry. 


The answer is special purpose. Special-purpose 
properties include schools, churches, cemeteries, 
and municipal service buildings. 


The answer is price tends to fall. Under the concept 
of supply and demand, if demand decreases and 
supply remains the same, producers need to attract 
more customers, and so prices fall. 


The answer is housing. The Fair Housing Act 
prohibits discrimination in the sale or rental of 
housing and in providing housing-related services. 


The answer is mortgage financing. The Fair 
Housing Act covers discrimination in the 
sale or rental of housing and the provision 
of housing-related services, such as mortgage 
financing. 


The answer is subdivision. Development is the 
preparation of a site and addition of structures and 
other improvements. 


The answer is monetary policy. Government 
monetary policies affect the supply of land available 
for development. Population, demographics, and 
wage levels affect demand for real estate. 


The answer is a property's specific geographic 
location. Uniqueness and immobility of a property 
and the property’s price will also govern. 


The answer is a home inspector. The home 
inspector, who prepares an analytical report of a 
visual inspection of the property’s structure and 
systems, is becoming more important in the real 
estate transaction as more consumers rely on these 
reports when buying property. 


The answer is a converted-use property. A 
structurally sound building may find new life when 


adapted to a new purpose. 


The answer is a property manager. The basic 
responsibility of the property manager is to protect 
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the owner’s investment and maximize the return on 
investment. 


The answer is demographics. Information 

about members of a population group is called 
demographics. These factors are important because 
they contribute to the amount and type of housing 


needed. 


Unit 2 Quiz 


The answer is annual crops. Common law treats 
annual crops, those that must be planted each year, 
as the personal property of the person who planted 
and tended them. When a farm is sold, trees, air 
rights, and mineral rights may all convey, but the 
annual crops (fructus industriales or emblements)— 
lacking effective contractual agreement to the 
contrary—are still the personal property of the 
tenant farmer or other person who planted them. 
The farmer may return and harvest them in season. 


The answer is the shelves and tables are trade 

fixtures and may be properly removed by the tenant 
before the lease expires, and the tenant would be 
responsible to the landlord for any damage that 

the removal causes to the premises. Common law 
protects business tenants who install fixtures for their 
business by treating these trade fixtures as tenants’ 
personal property and giving tenants the right to 
remove the fixtures before the end of the lease. 

Any damage to the building due to removal of the 
fixtures must be repaired by the departing tenant. 

A real estate professional who participates in the 

sale of business properties should make known to 
purchasers what, if any, trade fixtures will not convey 


with the building. 


The answer is uniqueness. The characteristics of each 
property differ from one another; this is also called 
heterogeneity. 


The answer is chattels. Fixtures, fructus naturales, 
and realty are all real property. 


The answer is doctrine of prior appropriation. 

Many states whose water is in relatively short supply 
have passed statutes authorizing a system of prior 
appropriation in which owners downstream do not 
necessarily have to wait for “what's left” after those 
upstream have drawn their fill. Priority—who is 
allowed to appropriate water first—is established, 
instead, by the date of approved filing and continued 
conformity with any rules and limitations on use 
imposed by the jurisdiction. 


10. 


11. 


12. 


13. 


The answer is the heir of the deceased inherits the 
property as is. The daughter inherits exactly what the 
man owned just before his death: a location on the 
earth’s surface, everything below it to the center of 
the earth, and the space above it toward infinity. 


The answer is any relevant agreement of the 

parties in their contract of sale. The overall test in 
determining whether an item is a fixture or real 
property is the intention of the person installing it, 
how uniquely adapted the item is to the property 

in which it is installed, how the item was installed 
and the damage its removal would cause, and what 
the parties have agreed to. The original cost of the 
installation and its current value, although important 
to one or the other of the parties, are not considered 
in this decision. 


The answer is indestructibility. The ability to make 
improvements, preference for the area, and relative 
scarcity of similar property are all economic matters. 
The land’s indestructibility is a physical matter, even 
though it is subject to both natural and human 
forces. 


The answer is severance. When we sever something, 
we cut it loose. Severing (felling) a tree from its 
roots converts it from realty—real (proper) ty—to 
personalty—personal(proper)ty. The process is called 
severance. 


The answer is ceiling fans are usually considered real 
estate. Whatever fixtures are present in the structure 
at the time of contract, and not mentioned in the 
contract, convey with the property (pass to the 
purchaser). Replacement fixtures are not personal 
property of the resident; they became real estate 
when annexed (attached) to the building. 


The answer is subsurface rights. Sub means under or 
beneath. Subsurface then, is below the surface—the 
place where most minerals are found. 


‘The answer is personal property. The lumber will 
become realty if and when it is later affixed in the 
course of construction. Until then, it is personal 
property—a chattel—of the landowner. 


The answer is a fixture or personal property. The 
overall test in determining whether an item is a 
fixture (real property) is the intention of the person 
installing it, how uniquely adapted the item is to the 
property in which it is installed, how the item was 
installed and the damage its removal would cause, 
the relationship of the parties, and what the parties 
have agreed to. 


14. d 


15-a 


16. c 


17. b 


18. c 


The answer is appurtenances. Appurtenances are 
rights or privileges associated with the property, 
although not necessarily part of the property. 


The answer is the company’s action constitutes 
improvement of the property. The technical term 
improvement refers to any permanent structure— 
building, fence, shed, or prefabricated structure— 
erected on a property, despite the inherent value of 
the structure or what is stored in it. 


The answer is riparian rights. Riparian rights are 
common law rights granted owners of land along the 
course of a river. 


The answer is sell the property to a neighbor. The 
right of exclusion generally allows an owner to 
exclude someone else from entering the property, 
but this does not include the right to exclude the 
utility meter reader. The property does not include 
ownership of the public road or the right to sell the 
neighbor’s property. 


The answer is personalty. An item used in 
conducting business is considered a trade fixture 

and can be removed by the tenant. It is considered 
personal property (personalty) even though it may be 
attached to a building. 


‘The answer is area preference. Area preference, or 
location, is also known as situs and is the single most 
important economic characteristic of land. 


‘The answer is patio furniture. Personal property, such 
as patio furniture, is movable. A fireplace, bathtubs, 
and awnings are all attached to the property and 
considered real property. 


Unit 3 Quiz 


l. b 


The answer is eminent domain. The right is eminent 
domain; the process by which the right is exercised 
is condemnation. Escheat and police power are other 
examples of government limitations on rights of 
private ownership. 


The answer is fee simple absolute. Fee simple is an 
absolute ownership—an inheritable interest “with 
no strings attached.” A life estate is noninheritable; 
fee on condition subsequent and determinable fees 
are both estates involving another person with an 
interest called “possibility of (either reverter or) 
re-entry.” 


The answer is a fee simple determinable. A 
determinable fee estate has a special limitation and 
may end automatically if there is noncompliance 


10. 


LL; 


12; 


13. 
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with that stipulation. Language such as so long 

as or while characterize this estate. The hospital’s 
ownership of the lot would come to an end if the 
property were to be no longer used for hospital 
purposes, and the lot would immediately become the 
property of the former owner or that owner's heirs. 


The answer is the servient tenement. Your driveway 
is on the property over which the easement runs 
and is the servient tenement. The adjacent property 
owned by the neighbors is known as the dominant 
tenement. 


‘The answer is a personal privilege. A license is a 
personal, revocable right of use. It is temporary in 
that it can be withdrawn at will by the one who 
issued it. 


‘The answer is runs with the land. An easement 
appurtenant can only be created if the adjacent 
properties involved have different owners. This 
easement runs with the land and transfers with the 


deed. 


The answer is eminent domain. Eminent domain 
is the right of the government to acquire privately 
owned real estate for public use. 


The answer is escheat. The four governmental powers 
that limit private rights to ownership of land are 
represented by the acronym PETE (police power, 
eminent domain, taxation, and escheat). 


‘The answer is an easement. An easement is a right 
of use or passage, not of ownership—nor is it is 
an example of encroachment or the exercise of a 
government's police power. 


The answer is homestead. Homestead rights are 
granted by statute in some states to provide some 
protection to debtors and their families against the 
execution of judgment liens on their homes by the 
action of unsecured creditors. 


The answer is a remainder. Until the owner dies, the 
church will have a remainder interest. The owner 
reserved a life estate. The church may legally sell its 
future (remainder) interest, even during the lifetime 
of the life tenant. 


The answer is an encroachment. To build over a 
property line is to encroach on the property of 
another. 


The answer is homestead rights. Homestead rights 
are granted by statute in some states to provide some 
protection to debtors and their families against the 
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execution of judgment liens on their homes by the 
action of unsecured creditors. 


The answer is a license. Such permission given to an 
individual is personal, nontransferable, and can be 
withdrawn. 


The answer is occupied as the family home. In many 
states, a portion of the area or value of this land is 
protected or exempt from judgments for debts other 
than those secured by the property. 


The answer is a lien. Unpaid real estate taxes are a 
lien on the property because they are a charge against 
the property that provides security for a debt or an 
obligation of the property owner. 


The answer is an easement in gross. Easements in 
gross are individual rights to use someone’s land, as in 
the case of the utility company. A commercial (but 
not a personal) easement in gross can be assigned, 
conveyed, and inherited. 


The answer is escheat. Escheat is a process by 

which the state may acquire privately owned real or 
personal property. State laws provide for ownership 
to transfer, or escheat, to the state when an owner 
dies and leaves no heirs (as defined by the law) and 
there is no will or living trust instrument that directs 
how the real estate is to be distributed. 


The answer is easement by necessity. An easement 
by necessity arises when there is no ingress or egress 
(entry or exit) from one piece of property without 
crossing over a parcel of land owned by another. An 
easement of necessity is not merely for convenience 
or imposed to validate a shortcut. 


The answer is release of the right of easement to the 
servient tenement. An easement is terminated when 
the owner of the dominant tenement releases that 
right to the owner of the servient tenement. 


Unit 4 Quiz 


d 


The answer is joint tenancy. A joint tenancy can only 
be created by an intentional act and requires the four 
unities—PITT—+to be present. 


The answer is tenants in common. When joint 
tenancy is not clearly prescribed by the deed, 
grantees take title as tenants in common—to avoid 
accidental joint tenancy. Unmarried persons are 
unable to hold community property or be tenants 
by the entirety because both are reserved for married 
couples. 


10. 


11. 


12. 


The answer is the other two owners remain joint 
tenants. When one of three joint tenants sells to a 
new person, the other two remain joint tenants with 
respect to each other. The new person is a tenant in 
common,, and not owner in severalty of the entire 
property because severalty is sole ownership. 


The answer is condominium. When a person owns 
part of a development in fee and a percentage of the 
rest in common with the other unit owners, this is 
condominium ownership. 


The answer is a trustee. The trustor creates a trust 
that is held for the benefit of the beneficiary who 
will ultimately benefit from the trust. A third party, 
the trustee, holds legal title to the property and 
carries out the trustor’s instructions. 


The answer is community property. This 
arrangement falls under community property law, 
which is found—with some variations in details—in 
Arizona, California, Idaho, Louisiana, Nevada, New 
Mexico, Texas, Washington, Wisconsin, and as an 
option in Alaska. 


The answer is a tenant in common. If the deceased 
had been a joint tenant, the property would not have 
passed to an heir as prescribed in her will because 
joint tenancy supersedes a will. The deceased also 
was not a tenant by the entirety, a category reserved 
for spouses. Nor was the deceased an owner in 
severalty because that requires property to be held by 
only one person. 


‘The answer is a trust. Trusts protect beneficiaries. 
Partnerships can protect limited partners; 
corporations can protect stockholder-owners. 


‘The answer is cooperative. In a cooperative, a 
corporation holds title to the property and offers 
stock shares to the residents, who then receive a 
proprietary lease to the apartment. 


The answer is time-share. When a person holds an 
interest in property for a stated time each year, that 
person is sharing the property according to a time 
plan. It is a time-share. 


The answer is severalty. The term person does not 
always refer to a natural individual—a human; the 
law regards a corporation as an artificial person. 
Because this is so, a corporation can own real estate 
in severalty (alone). 


The answer is severalty. Severalty ownership is 
ownership by one person severed—cut off—from all 
others. 


13. d 


14. b 


15. b 


16. c 


17. b 


18. b 


19. b 


20. a 


The answer is an estate by the entirety. Married 

persons may own property together as tenants in 

common, joint tenants, or as community property. 

Being more than one person, a couple cannot own in 3. d 
severalty. The right of survivorship is a distinguishing 

feature of tenancy by the entirety, which some states 

recognize as a form of joint tenancy reserved for a 

married couple. 4. b 


The answer is cooperative unit ownership. Because it 
involves receiving shares of stock and a leasehold— 
both of which are considered by common law to 

be personal property—cooperative ownership is 
personal, not real, property. 


The answer is joint tenancy. Upon the death of one 
party in a joint tenancy arrangement, all remaining 
interests do not pass to the heirs or according to the 
will but to the surviving joint tenant. 


The answer is shareholder stock. The documents that 
show ownership in a cooperative are shares of stock 
in the cooperative corporation and a proprietary 
lease. 


The answer is a time-share. A real property interest 
and the right to use the facilities for a certain period 
of time is called a time-share. 


The answer is the last survivor becomes a severalty 7. a 
owner. Tenancy by the entirety is a type of joint 

tenancy recognized by some states that is reserved 

for married couples. In both, there is a right 

of survivorship. The last survivor becomes sole 

(severalty) owner. 8. a 


The answer is ownership in severalty. When just one 
individual owns property, the form of ownership is 
known as ownership in severalty. 


The answer is the surviving owner or owners. 

Survivorship means that the interest of a deceased 

cotenant will pass to, and be divided equally among, 

the still-living (surviving) cotenants. 10. ¢ 


Unit 5 Quiz 


l. b 


The answer is the NY% of the NE% of the SW% and 11. a 
the SE of the NW. The location and size of a 

property can be determined using the rectangular 

survey system. 


The answer is within the rectangular survey system 

area in which the land being surveyed is located. 12. d 
No matter how many ranges or tiers it takes, the 

description must always refer to the principal 
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meridian and the base line of the survey system area 
in which the land being described is located. 


The answer is 80. A section contains 640 acres. A 
Y% of % of 640 equals 80 acres. Using decimals, the 
equation is 0.5 x 0.25 x 640 = 80. 


‘The answer is metes and bounds. Monuments are 
the turning points in the metes-and-bounds method 
of describing property. In this method, natural, 
tangible features, such as a distinctive rock or a great 
tree, were sometimes used as monuments. The path 
of a stream might serve as all or part of a boundary 
line. Metes means distance; bounds refers to direction 
(not boundaries). The description gives distance in 

a compass direction from the point of beginning 
(POB) and then from each succeeding monument, 
until it returns to the POB. 


The answer is Section 36. Starting with the upper 
left corner as number 1, sections of a township are 
numbered right to left, left to right, right to left, and 
so on until reaching number 36. 


The answer is C. Starting with the upper left corner 
as number 1, sections of a township are numbered 
right to left, left to right, right to left, and so on 
until reaching number 36. 


The answer is Section 7. Starting with the upper 

left corner as number 1, sections of a township are 
numbered right to left, left to right, right to left, and 
so on until reaching number 36. 


The answer is Section 1. Starting with the upper 

left corner as number 1, sections of a township are 
numbered right to left, left to right, right to left, and 
so on until reaching number 36. 


The answer is Area 1. The location and size of a 
property can be determined using the rectangular 
survey system. 


The answer is $46,827. An acre consists of 43,560 
square feet; therefore, a half-acre has 21,780 square 
feet. If each square foot sells for $2.15, 21,780 sq. ft. 
x $2.15 per sq. ft. = $46,827. 


The answer is 80 acres. The area described is a 
triangle formed when a quarter of a section is cut 
from one corner to the opposite corner. A section 
has 640 acres, a quarter-section has 160 acres, and 
half of that quarter has 80 acres. 


The answer is $180,000. Disregard all elements of 
the description except those showing area. It is a 
quarter of a quarter of a section, or 1/16 of 640, or 
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40 acres. When sold, each acre brought $4,500, so 


the gross selling price is calculated as follows: 


40 acres x $4,500 = $180,000. 


The answer is a principal meridian. A property 
description based on the rectangular survey system 
must always make reference to the principal 
meridian and the base line of the survey system area 
in which the property lies. This description makes no 
reference to a principal meridian. 


The answer is $6,000. Price divided by area (in 
square feet) gives cost per square foot. The area 

is 4.5 times the size of one acre, or 4.5 x 43,560 

sq. ft. = 196,020 sq ft. Then, $78,400 divided by 
196,020 sq. ft. = $0.3996 (essentially, $0.40) per 
square foot. Determining the purchase price of a 
100-by-150-foot lot at the same cost per square foot 
requires finding the area of the lot: 


100 x 150 = 15,000 sq. ft. 
Multiply this area by $0.40: 
15,000 sq. ft. x $0.40 = $6,000. 


The answer is base lines, principal meridians, and 
townships. Base lines, meridians, and townships are 
elements of the rectangular survey system, not the 
metes-and-bounds system. 


The answer is 81. The area of ten acres in square feet 
is figured as follows: 


10 acres x 43,560 sq. ft. = 435,600 sq. ft.. 


Reserving 26,000 square feet for roads leaves 
409,600 square feet. The area of each lot is to be not 
less than 5,000 square feet: 


50' x100' = 5,000 sq. ft. 


Divide the available square footage by the square 
footage needed for each lot: 


409,600 sq. ft. + 5,000 square feet = 81.92. 


Because each lot must be “not less than 50 feet x 100 
feet,” the property can be subdivided into 81 such 
lots 


The answer is 2.94. The parcel is 256,000 square 
feet: 


400' x640' = 256,000 sq. ft. 


Half of it is 128,000 square feet. Each acre requires 
43,560 square feet. Therefore: 


128,000 sq. ft. + 43,560 sq. ft. per acre = 2.938 acres 
(rounded to three decimal places). 


The nearest answer is 2.94. 


The answer is four miles. The shortest distance 
from Section 1 to Section 36 is from the bottom of 
Section 1 to the top of Section 36, or four miles. 


The answer is 16. Section 16 is one of the centrally 
located sections in the standard township and is 
designated as the school section. 


The answer is street address. A legal description is a 
precise method of identifying a parcel of land and 
includes metes-and-bounds, rectangular survey, 
and lot-and-block as methods that can be used 

for identification. A street address is not a legal 
description and, therefore, not as precise. 


Unit 6 Quiz 


The answer is state law. Although all the listed items 
influence it somewhat, state law has the greatest 
influence on requirements for a valid real property 
conveyance. 


The answer is the grantor. Either the grantor, or 
someone acting under the grantor’s authority, must 
execute (sign) every deed, and the grantor must have 
legal capacity to do so. 


The answer is voidable. Real estate contracts entered 
into by minors are generally voidable by the minor 
until the minor reaches the age of majority—18 in 
most states—or shortly thereafter. 


The answer is a power of attorney. That document 
is a power of attorney; the person named in it is an 
attorney-in-fact. Deeds do not authorize one person 
to act for another. 


The answer is general warranty. In the general 
warranty—often just called warranty—deed, the 
grantor makes more promises and gives the grantee 
more covenants than in any other deed. 


The answer is special warranty. The quoted granting 
clause does not use the word quitclaim but does use 
the word convey, so it is not a quitclaim deed. It does 
not use the words warrant generally, so it is not a 
general warranty deed, and it does not use the phrase 
bargain and sell. A special warranty deed uses such 
words as remise, alienate, and convey. 


The answer is ensures that the title will be good 
against the title claims of third parties. Quiet 
enjoyment means freedom from claims of third 
parties—persons other than grantor and grantee. 
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The answer is bargain and sale. By giving a bargain 
and sale deed, the grantor implies ownership and 
possession of the property, but there are no express 
warranties against encumbrances. 


The answer is Step 3. Title in this case was 
transferred upon delivery and acceptance of the 
deed. At that moment, the deed was binding 
between the parties. The purchaser, when later 
recording the deed, was then also protected against 
third parties. 


The answer is an acknowledgment. P gave this 
acknowledgment as to the validity and voluntary 
nature of P’s signature to a notary. The notary took 
P’s acknowledgment and attached a seal. 


The answer is involuntary alienation. Transfer of 

title by devise (will), descent (death intestate), 

or escheat (for lack of a will and lack of heirs) all 
occur after death. Involuntary alienation, such as 
condemnation, foreclosure sale, or tax sale, can occur 
during a person’s lifetime. 


The answer is adverse possession. Adverse possession 
is (hostile) possession of real estate without the 
permission of the owner and contrary to the owner's 
best interests. If it continues in an open, conspicuous 
(notorious) way for the time set by statute (the 
statutory period), the adverse possessor may take 
legal action to be declared the owner on the basis of 
all these facts. 


The answer is involuntary alienation. The right of 
eminent domain allows a government entity to 
compel the transfer of a property to that entity 

for a price set by court process—condemnation. 
This transfer of title (alienation) is forced and so 

is involuntary. When a person dies without a will 
(intestate) and without heirs, the property passes 
(escheats) to the state. This process was neither 
planned nor initiated by the owner before death and 
so is classified as involuntary. 


The answer is further assurances. Any promise to 
obtain documents to make the title good is the 
covenant of further assurance. The covenants of 
quiet enjoyment, seisin, and warranty forever are not 


addressed. 


The answer is warranty forever. The grantor promises 
to compensate the grantee for the loss sustained 

if the title fails at any time in the future in the 
covenant of warranty forever. 


‘The answer is intestate. When a property owner 
dies intestate, title to the property will pass to the 
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decedent’s heirs, as provided in the state laws of 
descent. 


The answer is will. A will transfers title to real 
estate upon the death of the testator. Deeds must 
be delivered and accepted during the lifetime of the 
grantor to transfer title. 


The answer is according to the state laws of descent. 
A requirement for a valid will is mental competency 
of the testator at the time of writing the will. 
Because of mental incompetence, the owner in 
question died without a valid will. Consequently, 
the property will pass to people chosen by state law 
(statute) to receive property when a decedent has no 
will (dies intestate). 


The answer is in both the county where the decedent 
resided and the county in which the property is 
located. There will be two probates conducted: 

one in the county where the decedent resided and 
another in the county where the real estate is located. 


‘The answer is the habendum clause. The habendum 
clause defines or explains the ownership to be 
enjoyed by the grantee, and its provisions must 
agree with those stated in the granting clause. The 
habendum clause begins with the words to have and 


to hold.) 


Unit 7 Quiz 


The answer is anyone. Real estate records are public 
records, open to all members of the public. 


The answer is recording gives constructive notice 

to the world of the rights and interests claimed 

by a party in a particular parcel of real estate. The 
recording of an instrument affecting real estate puts 
the transaction into the public record so that anyone 
interested in the title of a parcel will know where 

to look. Constructive notice means that everyone is 
charged with knowledge of such documents. 


The answer is the seller did not mortgage the 
property. The fact that no mortgage is on record 
against the property indicates, with a reasonable 
degree of certainty, that the seller did not mortgage 
the property. 


The answer is priority. Time of recordation is an 
important consideration in establishing the priority 
of claims in the event of a sale. 


The answer is the buyer. Constructive notice can 
be given in either or both of two ways: taking 
possession and/or recording one’s deed. The buyer 
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took possession. The relative who purchased the 
property from the seller’s heirs was responsible for 
both checking the public records (which still showed 
the seller as owner because the buyer had not yet 
recorded the purchase) and visiting the property to 
inquire into the rights of any parties in possession. 14. c 
The relative-purchaser’s investigation would have 
revealed that the seller’s heirs did not have the right 
to sell the property in question. 
15. c 
The answer is can be sold if a buyer agrees to take it 
subject to the encumbrances. A buyer can agree to 
purchase property with existing encumbrances, such 
as a lien that the purchaser will assume. 


The answer is title insurance policy. The existence of 16. a 
a deed to the current owner is not evidence that the 
owner actually received title. A favorable attorney's 
opinion based on examination of an abstract (the 
report of a title search) and a policy of title insurance 
are strong evidence of title held by the owner. 


The answer is the record of a property’s ownership. 

Chain of title is the entire history, or record, of 

transactions affecting a property, while an abstract is 

a summary of relevant facts found when examining 

the history. Title insurance is used to protect against 18. a 
defects in the record of a property’s ownership and is 

issued only after a title examination, which evaluates 

the public records of the property. 


The answer is a marketable title. Title that is good 
enough that a reasonably well-informed person 
would accept it is called marketable title. 


The answer is searches the public records and then 
summarizes the events and proceedings that affect 

title. Abstractors search public records concerning 

property and prepare a relatively brief, written 

summary of their findings. This report is the abstract 

of title. Title insurance companies and attorneys who 19. b 
are asked to give an opinion of title rely on these 

abstracts. 


The answer is they do not need the original deed if 

it has been recorded. If the homeowners’ deed was 

copied into the public record after they received it, 20. c 
that copy is all that is needed to start a title search. 

The original is not needed. 


The answer is lenders. A mortgagee title policy 
protects the mortgagee—the lender. An owner's 
policy protects the owner, heirs, and devisees. 


The answer is improperly delivered deeds. The rights 
of persons in possession (prior to purchase) are not 
covered by the basic title insurance policy, but they 


are covered by extended coverage policies. Changes 
in land use related to zoning are not covered in any 
type of title insurance. Standard coverage will protect 
against improperly delivered deeds. 


‘The answer is an abstract of title. An abstract of title 
summarizes the various events and proceedings that 
affected the title throughout its history. 


The answer is unrecorded rights of parties in 
possession. All of the items listed are covered in a 
standard title insurance policy except unrecorded 
rights of parties in possession. These are covered by 
an extended coverage policy. 


The answer is policies of title insurance. Deeds are 
never considered title evidence. Policies of title 
insurance provide the best title evidence. 


The answer is establish priority of liens. Public 
records provide constructive notice of interests in 
property. Proof of ownership is evidence that title is 
marketable. Such proof, while it cannot be found in 
public records, can be assured through a certificate of 
title, title insurance, or a Torrens certificate. 


The answer is C has been given constructive notice 
of the prior sale because B promptly recorded the 
deed. C is presumed to know all these facts, even if 
C doesn’t examine the public record and therefore 
never gets actual notice of the sale to B. Actual 
notice to a buyer is not necessary if a deed has been 
recorded. The courts construe recording of a deed as 
notice to the world. C is construed (i.e., considered) 
to have notice. C has no claim to the property that B 
owns, even if C later “buys” it from B. Recording the 
deed to real estate gives constructive notice to the 
world (which includes C) of the grantee’s (B’s) claim 
of ownership. 


‘The answer is to ensure that the seller can deliver 
marketable title. Title insurance is considered the 
best defense of title and is assurance that the grantee 
is actually acquiring ownership and that the title is 
marketable. 


The answer is the amount of coverage is 
commensurate with the loan amount. A lender’s 
policy is used for the benefit of the mortgagee. The 
amount of coverage depends on the amount of the 
mortgage loan and is decreased as the loan balance is 
reduced. 


Unit 8 Quiz 


l. b 


2. c 
3. b 
4. b 
5. a 
6 d 
7. d 
8. a 


The answer is the client must make an express or 
implied agreement to pay a commission to the 
broker. A broker’s contract of employment by a 
client is the listing or buyer representation agreement 
signed by them both. A valid employment agreement 
is one of the usual requirements in a suit for a 
brokerage commission; it is proof of employment. 


The answer is independent contractors. Most real 
estate sales associates (whether licensed as brokers or 
salespersons) are said to be independent contractors. 
They receive gross earnings—paid as though they 
were self-employed—with no withholding of 
income taxes or employer contributions to Social 
Security or Medicare, workers’ compensation, and 
unemployment insurance. 


The answer is an employee. Because her earnings 
were more than half in hourly wages, the IRS would 
not consider her to be an independent contractor 
within the definition of a qualified real estate agent, 
but would treat her as an employee of the broker. 


The answer is work set hours. An employee not only 
accepts the actual duties assigned by the employer 
but also agrees to the manner in which the employer 
wants them performed. 


The answer is the personal assistant has a real estate 
license. Most states have very specific rules about 
what a licensed assistant and an unlicensed assistant 
may do and how they can be compensated. Usually, 
an unlicensed personal assistant working for a sales 
associate can be paid by the sales associate, but 

a licensed personal assistant working for a sales 
associate must be paid by the employing broker. 


The answer is conduct in compliance with statutory 
law and regulations. Brokers may dictate behavior 
as it complies to laws and regulations, but they may 
not dictate working schedules or attendance at sales 
meetings. 


The answer is $270,000 plus attorney's fees and 
costs. Under federal law, victims of such activities in 
restraint of trade (antitrust activities) are entitled to 
treble (triple) damages plus attorney's fees and costs 
if the alleged perpetrators are found guilty. 


The answer is the agreement does not violate 
antitrust laws. Because both sales associates are in the 
same firm, their agreement is not an intercompany 
agreement to allocate markets; it is merely fixing 
responsibility within one company and is quite 
proper and not subject to antitrust law. 
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The answer is the rules and regulations have the same 
force and effect as the license law itself. Each state 
has a licensing authority with power to issue licenses 
and create regulations that enforce the statutes of the 
real estate law. 


‘The answer is a member of the National Association 
ofREALTORS® (NAR). People are licensed by 
their respective states to be real estate brokers or 
salespersons (also called sales associates or associate 
licensees). A licensee who then joins the National 


Association of REALTORS® is called a REALTOR®. 


The answer is the broker may, as a matter of office 
policy, legally set the minimum commission rate 
acceptable for the firm. Brokers have the right to 

set commissions within their own firm. This is not 
an antitrust violation. Sales associates who wish to 
continue with that broker can be required to comply. 


‘The answer is $14,575. The associate’s income 
statement for the month: 


$11,370 + $6,875 = $18,245 total earnings. 
$1,500 desk fee + $2,170 other = $3,670 total 


expenses. 


$18,245 total earnings - $3,670 total expenses = 
$14,575 net earnings. 


The answer is $6,929.68. Amount the listing sales 
associate’s broker received: 


$329,985 x 5% x 60% = $9,899.55 


Amount the listing broker kept: $9,899.55 x 30% 
= $2969.87 (rounded to the nearest cent). The sales 


associate's earnings: 


$9,899.55 — $2,969.87 = $6,929.68. 


The answer is $4,572.72. 


Multiply sales price by commission rate to find total 
commission: $234,500 x 0.65 = $15,242.50 


Multiply sales associate's percentage share by total 
commission: 0.60 x $15,242.5 = 4,572.75. 


‘The answer is UETA. The law sets forth basic rules 
for entering an enforceable contract using electronic 
means. The primary purpose of UETA is to remove 
barriers in electronic commerce that would otherwise 
prevent enforceability of contracts. 


The answer is mutual agreement with the broker. 
All commissions must be paid through the broker, 
and the amount the sales associate receives is set by 
mutual agreement between these two parties. 


The answer is price-fixing. Antitrust laws prohibit 
group boycotting, allocation of customers and 
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markets, tie-in agreements, and price-fixing. 
Price-fixing occurs when competing brokers set a 
standard commission rate. 


The answer is procuring cause. A broker who starts 
a chain of events that results in a sale and does 

so without abandoning the transaction, may be 
considered the procuring cause of sale. 


The answer is perform all work supervised by the 
managing broker. The IRS’s three requirements to 
be treated as a qualified real estate agent, and thus 
selfemployed, are that the real estate professional 
(1) is a real estate licensee, (2) has a written 
agreement with the broker indicating the licensee 
will not be treated as an employee by broker 
contributions to Social Security or the withholding 
of income taxes, and (3) earns a substantial portion 
of income from the firm in commissions, not 
wages. An independent contractor is not free from 
supervision by the managing broker. 


The answer is a negotiated share of commissions 
on transactions. An independent contractor may 
not receive any employee benefits and must not 

be treated as an employee for federal tax purposes. 
An independent contractor may negotiate with the 
broker for commissions on transactions.) 


Unit 9 Quiz 


l. d 


The answer is the agent’s relationship to the 
principal. The relationship of the agent to the 
principal involves care, obedience, loyalty, disclosure, 
accounting, and confidentiality (COLD AC)—a 
fiduciary relationship. A person with legal power to 
act for another is an attorney-in-fact most real estate 
agents do not have such power. 


The answer is special. A broker serves a client— 
either a buyer or a seller—usually by performing the 
specific brokerage act spelled out in the employment 
contract (representation agreement). A specific 
assignment creates a special agency. 


The answer is the broker is obligated to render 
loyalty to the seller. Loyalty to the client-seller 
requires confidentiality—not revealing confidential 
information; it involves obedience—not publishing 
a price different from the one set by the client; and it 
requires disclosure of any fact or action which might 
affect the principal or the relationship between the 
agent and principal. 


The answer is the seller is the broker's client; 
the buyer is a customer. One who lists property 
with a broker is the broker’s client. A prospective 
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purchaser who refuses buyer representation is a 
customer. Customers are not owed fiduciary duties 
but may later contract with the broker for buyer 
representation. 


The answer is both parties consent in writing to the 
dual agency. Dual agency requires nothing less than 
written, informed consent from both parties. Any 
family relationship of the parties or whether they 
have legal representation does not change this rule. 


The answer is the owner declares personal 
bankruptcy. Common law holds that the bankruptcy 
of either the broker or the seller ends the agency 
relationship created by the listing. 


The answer is the buyer and the seller are represented 
by the same company. Designated agency is a process 
that accommodates an in-house sale in which two 
different sales associates of the same broker are 
involved. The broker designates one sales associate 

to represent the seller and one sales associate to 
represent the buyer. 


The answer is all lawful instructions of the owner. 
Lawful instructions from one’s broker require 
obedience. An agency statute may modify aspects 
of the common law of agency. Caveat emptor is a 
warning to purchasers, not brokers. 


The answer is the property was condemned. If the 
property is destroyed or condemned, there is no 
longer a valid subject for the contract. Termination 
of agency requires mutual agreement by all parties to 
cancel the contract. 


The answer is disclosure was improper and possibly 
illegal, regardless of the agent’s motive. Such action 
is an example of the agent’s failure to maintain 
confidentiality—a breach of the agent’s fiduciary 
duty. 


The answer is the seller and the buyer must be 
informed of the situation and agree in writing to the 
broker’s representing both of them. Both buyer and 
seller must give informed, generally written, consent 
for dual representation. 


The answer is it is part of a body of law established 
by tradition and court decisions. The basic 
framework of the agency law that governs the legal 
responsibilities of real estate brokers to the people 
they represent is known as common law. 


The answer is a transactional brokerage. A nonagent 
(transactional broker, facilitator, coordinator, or 
contract broker) is not an agent of either party. A 
nonagent’s job is simply to help both the buyer 
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and the seller with the necessary paperwork and 
formalities involved in transferring ownership of real 


property. 


The answer is care. The broker was careless in failing 
to check zoning for a proposed business. To be 
careless is to fail to use proper care. 


The answer is the broker is merely puffing. The 
broker was puffing—stating something that anyone 
with common sense and open eyes would know to 
be an exaggeration. 


The answer is disclosure. The agent’s duty of 
disclosure requires that the principal be informed 
of all facts or information that might affect a 
transaction. 


The answer is a broker acting for both parties in 
the same transaction. In dual agency, the agent 
represents two principals in the same transaction. 
Because the agency originates with the broker, dual 
agency arises when the broker is the agent of both 
parties to a transaction, such as the buyer and the 
seller. 


The answer is a fiduciary. The client in an agency 
relationship is the principal to whom the agent gives 
advice and counsel. The agency agreement usually 
authorizes the broker to act for the principal. The 
agent’s fiduciary relationship of trust and confidence 
with the principal means that the broker owes the 
principal certain specific duties. 


‘The answer is must promote and safeguard the 
seller’s best interests. A broker acting as the agent 
of the seller is responsible to the seller and must 
promote and safeguard the seller’s best interest. 


The answer is both parties have been informed and 
agree in writing to the dual representation. 


Real estate licensing laws that permit dual agency 
typically require that the buyer and the seller 
must be informed of the nature of the proposed 
relationship and give written consent to the 
broker’s representation of both parties in the same 
transaction. 


Unit 10 Quiz 


The answer is the broker. Only a licensed broker may 
enter into brokerage agreements. The broker’s sales 
associates have authority only to assist in negotiating 
the agreements. The sales associate is the agent of the 
broker, but only the broker is the agent of the client 
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and a party to the representation agreement. The 
sales associate is not a party to it. 


The answer is both types of listings give the 
responsibility of representing the seller to one broker 
only. Each listing is exclusive, meaning it is granted 
to one broker exclusively. While the exclusive agency 
listing would allow the seller to find a buyer without 
paying a commission, the exclusive right-to-sell 
listing would require a commission to be paid even 
if the seller alone procured the buyer. Open listings 
impose no limit on the number of additional brokers 


that might be hired by the seller. 


The answer is on April 15, the owner and agent 
cancel the agreement. Mutual agreement by the 
owner and the agent would terminate a listing 
agreement before its expiration date. The death 
of the owner or the destruction of the property 
also would end the listing agreement before the 
expiration date. 


The answer is no commission. Only the exclusive 
right-to-sell listing earns the listing broker a 
commission if someone else sells the property during 
the term of the agreement. 


The answer is 5.5%. Commission rate x selling 

price = commission, so commission + selling price = 
commission rate; therefore, $26,675 commission + 
$485,000 selling price = 0.055, or 5.5% commission 


rate. 


The answer is a net listing. Whether an open, an 
exclusive agency, or an exclusive right-to-sell, any 
listing that allows the broker to keep all of the selling 
price over the net amount that the seller requires is a 
net listing. Net listings are illegal in many states. 


The answer is under each, the seller avoids paying 
the broker a commission if the seller sells the 
property to someone the broker did not procure. 
Both open and exclusive agency listings allow owners 
to sell without broker aid and thus avoid paying a 
commission. 


The answer is the seller. Although a listing agent, 
an appraiser, and an attorney voice their opinions, 
the seller finally sets the listing (offering) price for a 


property. 


The answer is it is an employment contract for the 
professional services of the broker. The listing is the 
broker’s contract of employment by the seller. It is 
not a contract between the seller and any buyer and 
so cannot be enforced on the seller by a buyer, even 
though the buyer might make an offer that is the 
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“mirror image” of the terms of the listing. In such 
an event, however, the seller may owe the broker a 
full commission for having produced the result the 
listing called for: an able buyer who is ready and 
willing to buy according to the terms of the listing. 


The answer is $183,333. Two steps are involved: 

(1) Find the firm’s full commission. (2) Find the 
selling price using the full commission and the rate. 
(1) $3,575 amount to salesperson = 30% x Full 
commission; $3,575 amount to salesperson + 30% = 
$11,916.67 full commission (rounded to the nearest 
cent). (2) $11,916.67 full commission + 6.5% 
brokerage rate = $183,333.38 sales price (rounded to 
the nearest cent). The closest answer is $183,333. 


The answer is both brokers. The broker with 

the open listing who procures the buyer is due 

a full commission. The broker with an exclusive 
right-to-sell listing is due a full commission if the 
listed property is sold by anyone during the term 
of the listing. Both these events occurred. Two full 
commissions are due. 


The answer is owes a commission to the broker. 
The broker has fulfilled all the requirements. Even 
though no contract is signed with the willing buyer, 
the broker is due a full commission. ‘The seller does 
not have to sell, just pay the commission. 


‘The answer is an exclusive buyer representation 
agreement. An exclusive buyer representation 
agreement binds the buyer to compensate the agent 
whenever the buyer purchases a property of the type 
described in the contract, even if the buyer finds the 
property independently. 


The answer is the broker can represent other buyers. 
The broker is free to represent other buyers; the 
buyer cannot sign an agreement or work with 
another broker while the first agreement is still in 
effect. 


The answer is an exclusive right-to-sell listing. In 

an exclusive right to sell listing, a commission will 
be owed to a broker regardless of which party sells 
the house. In exclusive agency and open listings, the 
seller retains the right to sell without obligation to 


the broker. 


The answer is a definite contract termination date. 
Failing to specify a definite termination date in a 
real estate listing can be grounds for suspension or 
revocation of a license in most states. Automatic 
extensions have been discouraged by courts. Broker 
protection clauses and MLS clauses are not required. 
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The answer is net listing. A net listing may be 
prohibited by state law. 


The answer is the agent of the seller. As agent, the 
broker represents the seller with whom the broker 
executed the listing agreement. 


The answer is a multiple listing clause. A multiple 
listing service (MLS) is a marketing organization 
whose broker members make their own exclusive 
listings available through other brokers. 


The answer is the death of the broker. A listing 
agreement is a personal service agreement between a 
broker and a seller, not between a sales associate and 
a seller.) 


Unit 11 Quiz 


The answer is a bilateral contract. A bilateral contract 
is a legally enforceable agreement under which two 
parties exchange promises to do something for each 
other. 


The answer is unenforceable. The parties may like to 
do business this way and proceed to carry out their 
oral agreement. There is no law against it; however, 
under the Statute of Frauds, an oral agreement for 
the sale of real property is unenforceable. 


The answer is both parties to the contract exchange 
binding promises. When both parties to a contract 
are bound by it, the contract is said to be bilateral. A 
contract yet to be performed is executory. A contract 
that binds only one party to act is unilateral. A 
contract made with a minor is usually voidable by 
the minor. 


The answer is executory. A contract is executory 
when its terms have not yet been carried out. When 
the contract’s terms have been fulfilled, it is said to 
be executed. 


The answer is void. A contract is void when a 
consideration is not stated because consideration is 
an essential element of a contract. 


The answer is transfer of the property. The buyer 
wants the seller to do what was promised in the sales 
agreement: convey the property. The buyer wants the 
seller to perform the specific actions as agreed. 


The answer is have both parties initial or sign in the 
margin near each change. All parties must initial 

or sign the changes. To draw a new contract would 
be to invite a new round of negotiation. Letters 
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approving all changes might then be treated as part 
of the contract, but such a cumbersome procedure is 
seldom used. 


The answer is equitable. Upon formation of the 
agreement of sale between the seller and the buyer, 
the buyer received equitable title. Upon later delivery 
and acceptance of the deed, the buyer will also 
receive legal title—sometimes called actual title. 


The answer is a contingency. The contract is said to 
be contingent upon the attorney’s approval. If the 
contingency is not satisfied—if the attorney doesn’t 
approve—the contract is null and void. 


The answer is illegal. Earnest money does not belong 
to the brokerage and must be placed in an escrow 
(trust) account. To convert that money for personal 
use is illegal, regardless of any plan to later reimburse 
the account. It doesn’t make any difference if there 
remains enough money in the trust account to cover 
immediate client needs. 


The answer is seller only. The potential buyer 
(optionee) who purchases an option to purchase 

is not bound to purchase the property. Should the 
optionee decide to exercise the option, the optionor 
(seller) is bound to proceed with the sale in keeping 
with all the details contained in the option. 


The answer is land sales contract. This arrangement 
has a variety of names: contract for a deed, land 
contract, installment contract, land sales contract, 
and more. Its most important characteristic is that 
no deed is given to the buyer (vendee) until all the 
payments in the contract have been made, although 
some states give the buyer an equitable interest in 
the property after a specified period of successful 
payments. 


The answer is has an equitable interest in the 
property’s title. The purchaser (vendee) holds 
equitable title during the executory period, while the 
seller (vendor) retains legal title. 


The answer is in writing to be enforceable. A statute 
of frauds calls for real estate sales contracts to be in 
writing. Such statutes do not address who writes 
the agreements or on what forms they are written. 
Earnest money is not an essential feature of a 
contract of sale, although it is often mistakenly said 
to be. 


The answer is relieved of the original offer. When 
the original offer is rejected by the seller, it ceases 
to exist. The buyer may accept or reject the seller’s 
counteroffer, or make a counter to the counteroffer. 


16. 


17. 


19. 


20. 
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The answer is put the deposit in an account, as 
provided by state law. Most states require real estate 
professionals to place earnest money and other funds 
held in trust in a specified account used only for 
such money. Real estate professionals who mix the 
company’s money with deposits and trust funds are 
guilty of commingling funds. 


The answer is the contract is voidable. A person 
suffering from a mental illness may either declare the 
contract void or hold the seller of the real estate to 
the contract. That is to say, the contract is voidable, 
but only by the person who is mentally ill. 


The answer is an offer. A written offer to buy 
property—an offer that has not been seen or acted 
upon by the property owner—is simply an offer. 
Even if the offer had been for full price, no contract 
would yet exist and the offeror would have no claim 
on the offeree. 


The answer is if the closing date passes and no 
closing takes place, the contract may be rescinded by 
the party who was ready to settle on the scheduled 
date. “Time is of the essence” refers to the settlement 
date. If one party fails to go to settlement by that 
date, the other party may rescind (cancel) the 
contract. 


The answer is option. The buyer has purchased an 
option. The $3,000 is the option price. If the option 
isn’t exercised within the three-month option period, 
the option will lapse. 


Unit 12 Quiz 


‘The answer is $3,600. A point is 1 percent of the 
amount borrowed (the loan amount). Three points 
would be three times as much: 3% x $120,000 = 
$3,600. 


The answer is the mortgagor. A buyer who signs 

a mortgage—the document to be given to the 
lender—is a mortgagor. The buyer is also the maker 
(obligor) on the note. 


The answer is the mortgagee. Because it receives the 
mortgage document, the mortgage company is the 
mortgagee. 


The answer is the trustor. A borrower gives a deed 
of trust to a trustee and a note to the lender, thus 
becoming a trustor on the deed of trust and a 
maker—or obligor—on the note. The deed is held 
by the trustee, and the lender is the beneficiary of 
the trust. 
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12. 


13. 


14. 


Answer Key 


The answer is a straight loan. A straight loan 

(also known as a term loan or interest-only loan) 
essentially divides the loan into two amounts to be 
paid off separately. The borrower makes periodic 
payments of interest only, followed by the payment 
of the principal in full at the end of the term. 


The answer is a usury law. A law that set limits on 
rates of interest that may be charged is a usury law. 
Usury is charging a higher interest rate than the 
law allows for a specific kind of loan. Federal law 
currently exempts federally related residential first 
mortgage loans from state usury laws. 


The answer is statutory redemption. The redemption 
of property by paying off the mortgage debt plus 
interest and other charges after foreclosure is the 
right of statutory redemption. It is only possible 

in states that have statutes permitting it. All states, 
however, permit redemption before the foreclosure 
sale; this right is the right of equitable redemption. 


The answer is acceleration. The acceleration 
(speed-up) clause allows the lender to declare the 
entire loan balance due upon borrower default. The 
alienation clause allows the lender to accelerate the 
balance due if borrowers alienate (transfer) their 
mortgaged property. The defeasance clause requires 
the lender to release its lien claim against the 
property when the entire debt has been paid. 


The answer is satisfaction of mortgage. A document 
that indicates the mortgage has been fully paid off 
is a satisfaction of mortgage, sometime called a 
satisfaction piece. 


The answer is a homeowner age 62 or older. Reverse 
mortgages are available to homeowners age 62 or 


older. 


The answer is an amortized loan. An amortized loan 
is paid off in regular periodic payments that include 
both principal and interest over a term of years. 


The answer is a defeasance clause. A defeasance 
clause requires a lender to execute a satisfaction 
when the note has been fully paid. 


The answer is power of sale. A power-of-sale 
provision in a mortgage permits the lender to 
foreclose and sell a mortgaged property that is in 
default without petitioning to get the court to 
conduct the sale. Nevertheless, the procedure is often 
supervised—although not conducted—by the court. 


The answer is seek a deficiency judgment. A 
deficiency judgment entitles the mortgagee to a 


15. b 


16. a 


17. d 


18. b 


19. b 


20. b 


personal judgment against the borrower for the 
unpaid balance when a foreclosure sale does not 
produce enough cash to pay the loan balance in 

full after deducting expenses and accrued unpaid 
interest. It may also be obtained against any 
endorsers or guarantors of the note and against any 
owners of the mortgaged property who assumed the 
debt by written agreement. 


The answer is the loan amount. Discount points are 
based on a percentage of the loan amount, not the 
purchase price. 


The answer is lien theory. This state is a lien theory 
state. The court is enlisted to order and oversee the 
mortgage foreclosure procedure. 


The answer is title theory. In title theory states, 

the mortgagor actually gives legal title to the 
mortgagee (or some other designated individual) 
and retains equitable title. Legal title is returned to 
the mortgagor only when the debt is paid in full (or 
some other obligation is performed). 


‘The answer is a growing-equity mortgage. The 
growing-equity mortgage uses a fixed interest rate, 
but payments of principal are increased according 
to an index or schedule. The total payment thus 
increases, and the loan is paid off more quickly. 


The answer is a subordination agreement. If the 
original (first mortgage) lender signs a subordination 
agreement, another loan made more recently (later) 
may be allowed to take first place; the original loan 
then drops to second place in priority. 


The answer is assumed the sellers mortgage. 
Purchasers who buy a property and formally assume 
an existing mortgage debt become liable for any 
deficiency arising from a foreclosure sale. Purchasers 
who buy a property subject to an existing mortgage 
are not liable for such a deficiency; the original 
borrower is still liable for the debt. 


Unit 13 Quiz 


l. d 


The answer is a purchase money mortgage. The term 
purchase money mortgage can mean either owner 
financing or any mortgage used as acquisition debt 
in the purchase of a property. Here the owner-seller 
took back a mortgage for $47,000. An owner 
takeback is a purchase-money mortgage. 


The answer is buydown. The builder brought down 
the purchaser’s interest rate for two years by paying 


10. 


ll. 


12. 


the lender advance interest. This is a buydown 
arrangement. 


The answer is credit union. The credit union is a 
participant in the primary market; the other three 
are major, active participants in buying and reselling 
existing mortgages—secondary market activity. 


The answer is the Fair Credit Reporting Act. Ifa 
loan application is rejected after consideration of 

a credit report, the federal Fair Credit Reporting 
Act (FCRA) specifies the information that the 
lender must provide to the loan applicant. The loan 
applicant has the right to a free copy of any credit 
report that was considered in the loan application 
process. Additional state protections may also apply. 


‘The answer is the SAFE Act. The Secure and Fair 
Enforcement for Mortgage Licensing Act of 2008 
requires states to license mortgage loan originators. 


The answer is the Federal Housing Finance Agency. 
Fannie Mae has shareholders but is under the 
conservatorship of the Federal Housing Finance 
Agency (FHFA). It creates mortgage-backed 
securities using pool of mortgages as collateral and 
deals in conventional, FHA, and VA loans. 


The answer is Regulation Z of the Truth in Lending 
Act. The Truth in Lending Act is enforced by 
Regulation Z, which was enacted by the Federal 
Reserve Board. Regulation Z provides strict rules for 
real estate advertisements in all media that refer to 
mortgage financing terms. 


The answer is the blanket loan. This is a blanket loan 
with a provision for partial release as properties are 
sold. In a blanket loan, a borrower puts up several 
parcels of real estate to be used as security for the 


debt. 


‘The answer is approved lenders. An FHA-insured 
loan is insured by the agency, and funds must be 
made available by FHA-approved lenders. 


The answer is a residence. Regulation Z does 
not apply to business or commercial loans or to 
agricultural loans of any amount. 


The answer is junior. A HELOC is junior to the 
original lien. The original lien takes priority over the 


HELOC. 


The answer is a package loan. A package loan is 

a real estate loan used to finance the purchase of 
both real property and personal property, such as in 
the purchase of a new home that includes window 
coverings and major appliances. 


13. 


14. 


15. 


16. 


17. 


18. 


19. 


20. 
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The answer is buy and pool blocks of conventional 
mortgages. Freddie Mac—the Federal Home Loan 
Mortgage Corporation (FHLMC)—buys and 
gathers into bundles (pools) existing conventional 
mortgages. Freddie Mac raises money to do this by 
selling bonds backed by these pools of mortgages. 


‘The answer is amount of income. Lenders may reject 
applicants who have insufficient income for the loans 
they are requesting, but lenders may not discriminate 
based on any of the other criteria listed. 


‘The answer is an open-end loan. An open-end loan 
provides a security interest when a note is executed 
by the borrower to the lender, but also secures any 
future advances of funds made by the lender to the 
borrower. 


The answer is the Farm Service Agency. The Farm 
Service Agency (FSA) is a federal agency of the 
Department of Agriculture. The FSA offers programs 
to help families purchase or operate family farms and 
has taken over the functions of the former Farmers 
Home Administration (FmHA). 


The answer is $91,600. The loan-to-value ratio will 
be based on the relationship of the loan to either the 
appraisal or the purchase price, whichever is less. In 
this case, the appraisal is less. Therefore, the loan will 


be 80 percent of $114,500, which equals $91,600. 


The answer is the certificate of eligibility. The 
veteran must apply for a certificate of eligibility. 
This certificate sets forth the maximum guarantee to 
which the veteran is entitled, but the veteran must 
still qualify for the loan with the lender. 


The answer is the Community Reinvestment Act. 
Under the Community Reinvestment Act of 1977 
(CRA), financial institutions are expected to meet 
the deposit and credit needs of their communities, 
participate and invest in local community 
development and rehabilitation projects, and 
participate in loan programs for housing, small 
businesses, and small farms. 


The answer is Truth in Lending Act (Regulation Z). 
Regulation Z of the Truth in Lending Act requires 
that trigger terms about mortgage financing in any 
kind of advertising must also include additional 
disclosures in the advertisement. 


Unit 14 Quiz 


1. 


d The answer is the seller usually pays the expenses 


for the day of closing. Presumably, the sellers woke 
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up in the house on the day of settlement; that day 
is theirs to enjoy and to pay for. Closings are rarely, 
if ever, conducted by real estate sales associates. 
Either the buyer or the seller—whichever orders 
title evidence—pays for the closing. In the sale of 
an income property, the seller typically receives the 
rents for the day of closing. 


The answer is the seller. Removal of encumbrance is 
the (financial) responsibility of the seller. 
ll. c 
The answer is when the deed is delivered and 
accepted. Although the buyer received equitable title 
upon contract, legal title does not pass until delivery 
and acceptance of the deed. If the buyer, or someone 
acting on the buyer’s behalf, records the deed, 
acceptance is presumed. 12. a 


The answer is title insurance commitment. Credit 

report, application for the mortgage loan, and 

appraisal of the subject property are all required by a 

lender well before closing. The title insurance binder 13. c 
is due at closing. 


The answer is cash needed to complete the purchase. 
The buyer is normally responsible for depositing the 
cash needed to complete the transaction. 


The answer is residential transactions financed 

by federally related mortgage loans. Except for 

owner financing, very few loans for the purchase of 14. b 
residential properties are not—or will not sometime 
be—federally related, either directly or indirectly. 

For example, if they are not insured or guaranteed 

by FHA or VA, they may still be later traded on the 
secondary mortgage market by Fannie Mae, Freddie 

Mac, or other government-sponsored enterprises. 15. c 


The answer is a lending institution. A mortgage 

reduction certificate, issued by the seller’s lender, 

confirms the balance remaining on a loan to be 16. b 
assumed as well as the interest rate and the date 

through which interest has been paid. 


The answer is a credit to the buyer. The purchasers 

see to it that money is available in the form of a 

mortgage loan for the purchase of the property. They 17. d 
are given credit for getting this money to the table. 


The answer is a credit to the buyer. The purchaser’s 

earnest (deposit) money is usually shown in a 

contract of sale as credited toward closing expenses 18. d 
and, if there is enough, toward any down payment. 


The answer is credit the seller $9,750; debit the 
buyer $9,750. The sellers should get credit for the 
unused portion of their prepaid real estate taxes. 
When taxes are paid on a calendar-year basis, the 


sellers get credit for that portion of the year between 
closing and December 31. A property with an 
annual real estate tax of $18,000 is taxed $1,500 per 
month ($18,000 + 12 months = $1,500). Between 
June 15 and December 31 there are 6% months. 

So 6% times the monthly taxes of $1,500 yields a 
proration of $9,750 to be credited to the seller and 
the same amount debited (charged) to the buyer at 
closing. 


The answer is the seller owes the buyer $450. The 
sellers have housed the tenant for half a month and 
so have earned one-half of the $900 month’s rent 
they received. But they owe the rent for the second 


half of the month, $450, to the purchaser. 


The answer is the buyer. When investors buy an 
income property, rental security deposits held by the 
former owner are transferred to them. Buyers are 
credited for all existing security deposits at closing. 


The answer is $100,300. A purchase for $850,000 
with 10% down requires a mortgage loan of 
$765,000 ($850,000 — $85,000 = $765,000). A 
point is 1% of the loan amount, or $7,650 (1% x 
$765,000 = $7,650). The buyer must bring 2 points 
(2 x $7,650 = $15,300) plus the down payment 
($85,000) to the closing ($15,300 + $ 85,000 = 
$100,300). 


The answer is lender charges for taking and 
underwriting the loan. Lender charges for taking 
and underwriting the loan stated on the Closing 
Disclosure must be the same or less than the charge 
noted on the Loan Estimate form. 


The answer is a debit to the seller. When the 
sellers have engaged the agent, they will be debited 
(charged) for the agent’s commission at closing. 


The answer is bills relating to the property that 

the buyer must pay. Accrued items are those 
property-related expenses (bills) that remain on the 
property as it is sold and that the purchasers will 
have to pay later. 


The answer is credited to the seller. Prepaid items 
are expenses that have been paid by seller but are 
not fully used up, such as fuel oil. These items are 
prorated and appear as a credit to the seller. 


The answer is ensure that buyers know all settlement 
costs that will be charged to them. RESPA seeks 

to ensure that borrowers know the financial 
repercussions of the transaction, including all 
settlement costs that will be charged to them. 


19: 


20. 


The answer is Your Home Loan Toolkit. It provides 
numerous resources for further information as well 
as a line-by-line description of the Loan Disclosure 
form. 


The answer is three business days. If the APR has 
changed more than 0.125% before closing, the 
TILA-RESPA Integrated Disclosure Act (TRID) 
provides that a lender must provide a new Closing 
Disclosure and extend the closing three business 
days. 


Unit 15 Quiz 


1. 


d 


The answer is general. A general lien attaches to all 
of a debtor’s property as opposed to a specific lien, 
which affects only a specific property. 


The answer is order in which liens will be paid if 
property is sold to satisfy a debt. Priority of liens 
refers to the order in which claims against a property 
will be paid off. In general, the rule for priority of 
liens is “first come, first served,” but there are some 
exceptions, such as taxes and assessments. 


The answer is special assessment lien. Specific 
improvements are paid for by special assessments. 


The answer is judgment. A judgment lien is not 
just on some specific assets but on the assets of the 
debtor in general. 


The answer is real estate taxes due. Unpaid real 
estate taxes take priority when property is liquidated 
at a foreclosure sale. They are a statutory lien with 
priority over liens created by contract, such as 
mortgages. 


The answer is $4,800. A mill is 1/1000 of a dollar: 
$0.001. The mill rate is the tax on every dollar of 
the assessed value of property. A rate of 40 mills 
($0.040) is applied to 75% of the $160,000 market 
value of the property: $160,000 x 75% = $120,000, 
and $120,000 x $0.040 = $4,800. 


The answer is real property tax. The real property (ad 
valorem) tax falls on those who own real property, 
such as homeowners. 


The answer is record a notice of the lien and file a 
court suit within the time required by state law. In 
this situation, the contractor has specific, statutory 
rights that are limited to the real property for which 


the contractor performed work or supplied materials. 


The answer is $1,477. Tax = assessed value x 
equalization factor x tax rate. The millage rate is the 
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12. 
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14. 


15. 


16. 


I7: 
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tax on each dollar of assessed value: 1 mill = $0.001; 
25 mills = $0.025. Therefore: $47,250 x 125% = 
$59,062.50, and $59,062.50 x $0.025 = $1,476.56. 
The best answer is $1,477. 


The answer is mortgage lien. A mortgage lien is 
created voluntarily by the borrower. The borrower 
names specific property in the mortgage agreement 
that serves as security for the lender. 


The answer is judgment. The seller could seek a 
monetary judgment based on a vendor's (seller’s) 
lien for un-paid portions of the purchase price not 
secured by a mortgage. 


‘The answer is lis pendens. A recorded lis pendens—a 
notice of action pending—warns any potential 
pur-chaser that a property is subject to a pending 
legal action. Such a notice might prompt a buyer to 
consider very. 


‘The answer is they take priority over mechanic’s 
liens. Real estate taxes and special assessments take 
priority over all other liens. 


The answer is unpaid mortgage loan. Encumbrances 
such as easements and encroachments do not involve 
liens. A license is a personal, revocable privilege. A 

mortgage agreement creates a voluntary, specific lien. 


The answer is it involves a debtor-creditor 
relationship. Both involve a debtor-creditor 
relationship. A mortgage lien is specific, not general, 
and is voluntary and entered by the lender. The 

lien is executed by legal action upon default of the 
borrower. 


The answer is surveyors. Contractors, subcontractors, 
and surveyors all have standing to seek a mechanic’s 
lien. Real estate professionals and others who assist 
property owners in handling their business dealings 
typically do not have the right to place liens on 


property. 


The answer is the equitable right of redemption. An 
equitable right of redemption exists because it is only 
fair (equitable) that a property owner be permitted 
to save the property before a tax sale—or even a 
foreclosure sale—by paying the amount owed in full. 


The answer is real estate tax lien. A real estate tax 
lien is always on a specific piece of realty; it happens 
without permission of the property owner and so is 
involuntary; it is created by statute. Therefore, it is 
specific, involuntary, and statutory. 


The answer is ad valorem taxes. Confusingly, the 
general real estate tax—the ad valorem tax—creates 
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a specific lien. The word general in this context, 
distinguishes this tax from a special assessment for a 
specific project or neighborhood. 


The answer is apartment buildings. Properties 

such as public hospitals and public parks, as well 

as religious institutions such as synagogues and 

churches, are usually exempt from real estate 

taxes. Apartment buildings, typically operated as 10. c 
investment properties, are taxed.) 


Unit 16 Quiz ll. c 


‘The answer is income approach. The income 
approach uses the rate of investment return, which is 
the relationship between the appraised value and the 
net annual income. 


The answer is scarcity. The characteristics of value are 12. c 
remembered by the acronym DUST: demand, utility, 
scarcity, and transferability. 


The answer is plottage. The principal of plottage 

is that additional market value can be obtained in 13. b 
some instances by combining, and selling as a single 

parcel, two or more contiguous (i.e., adjacent) 

properties. This value exceeds the combined total 

that the individual properties would bring if sold 


separately. 14. c 


The answer is market value. Market value is the most 
probable price that property should bring in a fair 
sale. 


The answer is regression. The value of larger lavish 

homes in a modest neighborhood will be drawn 15. d 
down by the presence of modest less lavish homes; 

regression is the opposite of progression. 


The answer is progression. The value of modest 
homes in an area may increase with the presence of 
luxurious homes. This is an example of the principle 
of progression. 
16. d 
The answer is accelerated depreciation. Functional 
obsolescence, physical deterioration, and 
external (economic) obsolescence are all sources 
of depreciation as a loss in value. Accelerated 
depreciation refers to a deduction for income tax 
purposes. 
17. a 
The answer is analyzing the results obtained by the 
different approaches to value to form an opinion 
of value. The three approaches to value typically 
produce three different values. An in-depth analysis 
of these values is required to determine the most 18. b 


valid, logical, and reliable approach that will provide 
the final opinion of value. 


The answer is 8%. Net annual income + market 
value = capitalization rate ($24,000 + $300,000 = 
0.08, or 8%). Given any two elements, the third can 
be calculated. 


The answer is accrued depreciation. Depreciation 
is one of the calculations used in the replacement 
(cost) approach. 


The answer is income approach. The income 
approach is likely to be given the most weight 

in an analysis of income-producing property. 
Circumstances may dictate a different approach 
when, for instance, the property’s current use is no 
longer its highest and best use. 


‘The answer is an estimate of the most probable 
price it should bring. An appraisal is the appraiser's 
opinion of a property’s market value—the price a 
property would most probably bring. 


The answer is estimate value. Capitalization (the 
income approach) requires the use of the net 
operating income, and capitalization rate to find 
value. 


The answer is loss of value due to any reason. 
Depreciation is loss of value from any reason. Some 
examples of such causes are physical deterioration 
(wearing out and/or deferred maintenance), 
external (economic) obsolescence, and functional 
obsolescence (lack of modernity or good design). 


The answer is differences in original cost. None of 
the approaches to appraisal consider the original 
(historical) cost of a property. The other three 
factors would be relevant to the sales comparison— 
sometimes called the market data—approach. 
Original cost, however, is used in computations of 
book value depreciation for tax purposes. 


The answer is none of these. A comparative market 
analysis is based on recently closed properties, those 
currently on the market, and expired listings. It is 
prepared by a real estate professional and is not as 
detailed as an appraisal performed by a licensed or 
certified appraiser. 


The answer is methodical collection and analysis 

of data. The appraisal process is an orderly set of 
procedures used to collect and analyze data to arrive 
at a justifiable conclusion of value. 


The answer is functional obsolescence. Depending 
on the other homes in the marketplace, a home 


with four bedrooms and only one bathroom may be 
undesirable. 


19. b The answer is competition. A successful project 8. 
invites imitators (competitors) to do the same thing 
nearby. This drives profits down for a developer and 
costs down for a consumer-buyer. 


20. c The answer is value. They all affect value—the most 9. 
probable price a property will bring. 


Unit 17 Quiz 


10. 


1. c The answer is a landlord charges a commercial 
tenant for the land use and the tenant erects its own 
building. The consideration paid for the use of the 
land is ground rent. 


11. 


2. c The answer is a percentage lease. When a business 
tenant pays rent that varies according to the tenant’s 
gross business receipts, the arrangement is called a 
percentage lease. In such a situation, the landlord 


shares in the tenant’s business risk because of the 12. 


possibility of receiving no more in rent than the 
minimum fixed amount. 


3. d The answer is the tenant may be entitled to recover 
damages from the landlord. The tenant suffering 


financial losses (damages) because of the landlord’s 13. 


negligence could enter an action against (sue) the 
landlord for those damages. 


4. c The answer is actual eviction. A tenant’s breach of a 14. 


lease can result in actual eviction, whereas landlord 
negligence can result in a tenant’s being forced to 
move, and this is known as constructive eviction. 


15. 


5. b The answer is a sublessor. The tenant is the tenant of 
the landlord (lessor) and, in turn, is the landlord of 
the friend. In this sandwich position, the tenant is a 
sublessor. 


6. d The answer is an estate at sufferance. An estate at 


sufferance is created when a tenant who lawfully 16. 


occupied the property continues to stay on after the 
expiration date of the lease without the permission of 
the landlord. If the lease does not have a “hold-over” 
clause that governs the rights of both landlord and 
tenant, state law will govern. 


7. c The answer is do nothing because the agreement will 17. 


terminate automatically at the end of the current 
term. In common law, a tenant for a specified period 
(one who holds a lease for years) does not have to 
give notice because the lease ends by contractual 
agreement. Nor does the landlord have to give the 
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tenant notice in such a case, unless required to do so 
by state law. 


The answer is the landlord can file suit for 
possession. The tenant is a tenant at sufferance. 
The landlord may regain possession through a legal 
process known as an actual eviction. 


The answer is order a new water heater and deduct 
the payment from the rent. The landlord’s behavior 
provides a basis for ordering a new water heater and 
having the bill sent to the landlord. 


The answer is from period to period. When a lease 
renews itself periodically, the arrangement is known 
as a leasehold from period to period, or a periodic 
tenancy. 


The answer is consideration for the use of real 
property. Consideration is the exchange of 
something of value by the tenant in return for 
possession of property owned by another person. 


The answer is mortgage debt service. Under a 
net lease, the tenant pays all property expenses, 
including taxes, insurance, utilities, maintenance, 
and so on, but not debt service (the landlord’s 
mortgage payment). 


The answer is a lease in which the tenant pays rent, 
pay: 

plus all—or most—of the operating expenses related 

to the property. 


The answer is a tenancy at sufferance. A tenant who 
stays after the end of the lease without the landlord’s 
permission holds a tenancy at sufferance. 


The answer is an estate for years. When this 
leasehold interest expires, the lessee is required to 
vacate the premises and surrender possession to the 
lessor. No notice is necessary as the lease agreement 
states a specific expiration date; state law may require 
notice of intent to terminate a residential lease. 


The answer is an agreement in which the tenant pays 
a fixed rent and some or all of the utilities and the 
landlord pays all taxes, insurance, and other expenses 
related to the property. In a gross lease, the tenant 
pays no part of the property’s operating expenses 
other than utilities. 


The answer is graduated. An agreement in which 
tenant agrees to pay predicted, regular increases 
during its term is called a graduated lease. 


The answer is index. When the rental varies with an 
outside index, such as the consumer price index, the 
agreement is called an index lease. 
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The answer is tenancy at will. The only lease that is 
terminated by death, of either the landlord or the 
tenant, is a tenancy at will. A relationship at will 
continues only so long as both parties continue 

to mutually agree. If one party dies, a mutual 
agreement no longer exists. 


The answer is constructive eviction. Constructive 
eviction terminates the lease when the landlord 
breaches any clause of the lease agreement. The 
tenant must prove that the premises have become 
unusable because of the conscious neglect of the 


landlord. 


Unit 18 Quiz 


The answer is refusing to make a mortgage loan to a 
member of a protected class because of a poor credit 
history. Bad credit can cause anyone to be rejected, 
even those who are members of protected classes. 


The answer is must be taken directly to a federal 
court. Complaints under the Civil Rights Act of 
1866 are heard in federal courts. 


The answer is it provides no exceptions that 
would permit racial discrimination. Unlike other 
exemptions permitted under the federal Fair 
Housing Act of 1968, the Civil Rights Act of 
1866 allows no exceptions that would permit 
discrimination on the basis of race. 


The answer is blockbusting. Such statements, made 
by a person in real estate brokerage, constitute 
blockbusting—usually an attempt to get listings by 
frightening owners into selling by encouraging the 
belief that a member of a protected class is moving 
into the neighborhood. To do this for financial gain 
is a violation of the federal Fair Housing Act. 


‘The answer is steering. A person who guides 
prospects either toward or away from certain 
neighborhoods based on racial, ethnic, religious, or 
similar concerns is guilty of steering. This practice 
is outlawed by the federal Fair Housing Act. 
Whether it is done to promote housing segregation 
or integration or whether it was intentional or 
unintentional is immaterial. 


The answer is redlining. Failure to lend or to insure 
in areas largely populated by a protected group is a 
violation of the federal Fair Housing Act of 1968. It 
is redlining. 


The answer is an owner refusing to rent the other 
side of the duplex in which she lives to a family 


10. 


11. 


12. 


13. 


14. 


with children. There is an exemption from the fair 
housing law for an owner-occupied dwelling of no 
more than four units. 


The answer is the ethnicity of the residents of the 
area. Redlining refers to literally drawing a line 
around a particular area and refusing to make loans 
in that area because of the ethnicity of the residents, 
rather than looking at the economic qualifications of 
the applicant. 


The answer is HUD. The federal Fair Housing 
Act is administered by the Office of Fair Housing 
and Equal Opportunity under the direction of the 
secretary of HUD. Upon receiving a complaint, 
HUD initiates an investigation. 


The answer is includes a restriction that 80% of 
the units be occupied by persons aged 55 or older. 
The Fair Housing Act allows for two exemptions 
to familial status protection in housing for older 
persons. One permissible exemption is for housing 
in which 80% of the units are occupied by persons 
55 years of age or older. 


The answer is racial discrimination is prohibited 

by any party in the sale or rental of real estate. The 
Jones v. Mayer decision held that the Civil Rights Act 
of 1866, banning all limitation on property rights 
on the basis of race, is the law of the land. Racial 
discrimination by anyone in the sale or rental of any 
kind of property violates this law. 


The answer is explain to the owners that the 
instruction violates federal law and that the real 
estate professional cannot comply with it. The 
fiduciary duty of obedience requires that the broker 
obey all LAWFUL instructions. This is not a lawful 
instruction as it requires a violation of the Fair 
Housing Act. If the owners are adamant, to avoid 
breaking the law, the real estate professional must 
terminate the representation. 


The answer is conciliation. The respondent also 
agrees to eliminate or prevent discriminatory 
practices in the future. 


The answer is the man may file a complaint alleging 
discrimination on the basis of familial status. The 
salesperson and, by implication, the broker and 

the property owners/principals have violated the 
prohibition against familial-status discrimination. 
Anyone in charge of one or more children under age 
18 who is denied access because of the children is the 
victim of discrimination based on familial status. 


15. d 


16. a 


17. d 


18. b 


19. d 


20. a 


The answer is the ad should not mention St. John’s 
Church. Reference to a nearby church implies 
religious preference. This violates HUD advertising 
regulations designed to enforce the Federal Fair 
Housing Act. 


The answer is within two years of the discriminatory 
act. A civil suit alleging an act of discrimination 
under the Fair Housing Act may be filed in federal 
court within two years of the discriminatory act. A 
complaint may be filed with HUD within one year 
of the alleged discriminatory act. 


‘The answer is national origin. Marital status, 
education, and income are not protected classes 


under the federal Fair Housing Act. 


The answer is requiring a person with a disability to 
establish an escrow account for the costs to restore 

a property after it has been modified. A landlord 
may negotiate, as part of a restoration agreement, a 
provision requiring the tenant to pay an amount not 
exceeding the cost of restoration into an interest- 
bearing escrow account. The interest in the account 
accrues to the benefit of the tenant. 


‘The answer is the tenant is entitled to make the 
necessary alterations. People with disabilities must be 
permitted to make reasonable modifications to the 
premises at their own expense. 


‘The answer is in all states. The federal Fair Housing 
Act applies to all states, and many states and 
municipalities have their own fair housing laws.) 


Unit 19 Quiz 


l. b 


The answer is workers’ compensation. Workers’ 
compensation insurance protects employers against 
claims for on-the-job injuries to their employees. 


The answer is risk management. Ways to manage risk 
are to avoid it (removing source of risk), to control it 
(take safety measures), to shift or transfer it (insure), 

or to retain it (increase deductible). 


The answer is tenant improvements. Tenant 
improvements are alterations to the interior of the 
building to meet a tenant’s particular space needs. 


The answer is liability. Liability insurance protects 
an insured who becomes obliged to pay (liable) for 
damage or injury to others. 


The answer is the extent of the property manager’s 
authority. A management agreement should 
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include an adequate description of the property, 
compensation arrangements, and what the manager's 
authority is to be, but not liens on the property 

or the property owner's tax status. Restricting 
occupancy based on ages of children violates the 
federal Fair Housing Act and may also violate state 
and local laws. 


‘The answer is retaining risk. The deductible is the 
part of risk that the insured retains. 


The answer is environmental concerns that a 
property manager may have to address. These are 
all environmental issues that might impact any 
managed property. 


‘The answer is the building’s owner. The management 
contract establishes the agency relationship between 
the property manager and the owner. 


The answer is building repairs. Cash reserves are 
needed to deal with unscheduled or variable expenses 
such as unexpected building repairs. 


The answer is supply and demand factors. Rents 
(unless subject to governmental intervention) are 
controlled by market forces—supply and demand. 


The answer is consequential loss, use, and occupancy. 
Consequential loss policies—also called business 
interruption insurance—offset loss of rental income 
due to disasters that keep a property from being 
used. 


The answer is a surety bond. The manager can 
protect the owner by urging the purchase of a 
surety bond on the building employee at the time 
the employee is hired. Property managers usually 
formulate and recommend insurance plans for an 
owner's consideration and decision. 


The answer is a monthly rate per unit. A rental rate 
for residential space is usually stated as the monthly 
rate per unit (the entire living space). 


The answer is corrective. Fixing something that is 
not working properly (malfunctioning) is making a 
corrective repair. 


The answer is a general agent. While residential real 
estate brokers are special agents in each transaction, 
property managers are typically general agents; 
their work usually continues and involves multiple 
representations of the same principal (owner/ 
investor/landlord) because they are involved in 
ongoing dealings with many tenants. 
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Answer Key 


The answer is a cash flow report. The profit and loss 
statement provides a general financial picture based 
on monthly cash flow reports. Only the interest 
portion of the debt service is reflected as an expense. 


The answer is multiperil. Because such insurance 
addresses several sources of financial loss, it is called 
a multiperil policy. 


The answer is Americans with Disabilities Act. The 
Americans with Disabilities Act (ADA) requires that 
places of public accommodation remove existing 
barriers when readily achievable to provide access to 
facilities and services. 


The answer is commercial and public 
accommodations. The ADA impacts commercial 
properties and public accommodations. Type of 
ownership has no bearing on compliance. 


The answer is the Equal Credit Opportunity Act. 

A lease is an extension of credit, so the property 
manager must comply with the provisions of the 
Equal Credit Opportunity Act (ECOA) and be 
consistent when evaluating the financial information 
provided on rental applications.) 


Unit 20 Quiz 


The answer is a restrictive covenant. It is a restrictive 
covenant—in this case, a limitation placed on the 
entire subdivision by its developer and recorded with 
the plat of subdivision. It is an example of private 
land-use control. 


The answer is conditional-use permit. Conditional 
use is based on benefit to the community despite a 
deviation from zoning. 


The answer is covenants, conditions, and restrictions. 
Restrictive covenants are private land-use controls. 


The answer is building uses. Police powers may 
control the use, size, details of construction, and 
density of occupancy—but not who may own 


buildings. 


The answer is provide evidence of compliance with 
municipal regulations. A building permit is issued 
only after municipal regulations have been complied 
with. It is, therefore, evidence of such compliance. 


The answer is leverage. As a rule, an investor 

can receive a maximum return from the initial 
investment by making a small down payment, 
paying a low interest rate, and spreading mortgage 
payments over as long a period as possible. 
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18. 


19. 


The answer is cost recovery. Depreciation, or cost 
recovery, allows an investor to recover the cost of an 
income-producing asset through tax deductions over 
the asset’s useful life. 


The answer is the zoning ordinance. Zoning 
ordinances deal with the uses to which properties in 
various parts of the jurisdiction can be put. 


The answer is types of buildings that may be 
constructed. No deed restrictions may limit 
ownership or occupancy based on an individual’s 
race or national origin. 


The answer is court injunction. Deed restrictions are 
private land-use controls and can only be enforced 
by a suit for injunctive relief. The courts can prevent 
someone from violating a recorded restriction by 
issuing an injunction—forcing the violator to 
remove the violation or stop the activity. 


The answer is a subdivider. Dividing land for later 
construction or sale is subdividing. 


The answer is a subdivision plat map. A plat is a 
map. A subdivision plat is a map of a subdivision 
showing at least those details required by local 
subdivision regulations. 


The answer is gross density. Public land-use controls 
commonly seek to control density—such as how 
many living units will be allowed per acre. 


The answer is an exception to a zoning ordinance. 
A variance permits a use that does not meet current 
zoning requirements. 


The answer is comprehensive plan. A community's 
comprehensive plan seeks to address all these issues 
for the foreseeable future. 


The answer is capital gain. This is essentially the 
profit earned from the sale of an asset. 


The answer is the municipality. The plat for a 
proposed subdivision usually must be approved by 
the municipality before it can be recorded; when 
property does not fall within city limits, the county 
may have this responsibility. 


The answer is apply to and bind successive owners 
of the property. The deed conveying a particular lot 
in a subdivision will refer to the plat or declaration 
of restrictions, thus limiting the title conveyed and 
binding all grantees. 


The answer is provide each purchaser with a printed 
report disclosing details of the property. The printed 


20. c 


report summarizes the developer’s detailed filing with 
HUD and reveals to the purchaser any legal and 
financial or physical difficulties the project is facing. 
Buyers who are not given this report can rescind the 
contract up to seven days after a copy is delivered or 
until settlement occurs. 


‘The answer is after building construction work 

has been inspected and found satisfactory by the 
municipal inspector. The certificate of occupancy is 
necessary before a building can be occupied. 


Unit 21 Quiz 


l. b 


The answer is a disclosure statement must be 
attached to all sales contracts and leases involving 
residential properties built before 1978. Although 
no remediation of the property is required, a 
lead- based paint warning disclosure statement 
must be completed and signed by the parties and 
a copy attached to any sales contract or lease for 

a residential property built before 1978. In the 
disclosure statement, buyers and renters acknowledge 
receiving a HUD booklet about protecting one’s 
family from lead-based paint hazards. 


The answer is the method of sealing disintegrating 
asbestos. Wrapping or enclosing with an airtight 

covering is encapsulating. This is the safest way of 
dealing with much of the friable (flaking) asbestos 
that already exists in housing and office buildings. 


The answer is because of the age of the house, 

there is a good likelihood of the presence of lead- 
based paint. Pre-World War I means before 1914. 
Lead-based paint and varnishes were commonly used 
in housing interiors until it was outlawed in 1978. 
There is great likelihood that lead-based products are 
present in such an old building, even if many layers 
of non-lead products have been applied over them. 


The answer is improper removal of asbestos can 
cause further contamination of a building. Removal 
must only be done by skilled, licensed contractors. 
Once disturbed, asbestos can remain suspended in 
air for long periods of time before settling and then 
being disturbed once again. 


The answer is high humidity. Mold grows where 
there is moisture, such as in areas of high humidity, 
where a roof leaks, or where water is not routed away 
properly by the gutters. 


The answer is liquid petroleum tanks that store 
at least 10% of their volume underground be 
in compliance. Federal regulations impose strict 
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requirements on landowners about USTs. States may 
impose even more stringent controls. Exceptions to 
federal regulations include septic tanks and home 
heating oil tanks. 


The answer is waste and topsoil are layered in a pit, 
mounded up, and then covered with dirt and plants. 
Putting down alternate layers of waste and topsoil in 
a pit, and then capping it with soil and vegetation, 
creates a landfill. 


The answer is strict, joint and several, and 
retroactive. Strict means that the victim’s fault does 
not reduce the violation; joint and several means that 
if everyone associated with the problem is judged 
responsible, any one of the parties might have to 

pay the entire fine and all damages, not just a party’s 
proportionate share; retroactive means that present 
violations can be charged as well as violations that 
occurred before the laws were passed. The Superfund 
Amendments and Reauthorization Act (SARA) 
created an exception for the innocent landowner 
who is completely innocent of all wrongdoing and 
thus should not be subject to liability. 


The answer is trapped and concentrated in 
inadequately ventilated areas. When radon gas 
accumulates in a poorly ventilated area in a structure 
or in a mine, its harmful effects increase. 


The answer is they were all used at one time in 
residential construction. Only UFFI and asbestos are 
insulating materials. Only UFFI emits harmful gas. 
Only lead-based paint was banned in 1978. But all 
three of these materials were once used in residential 
construction. 


‘The answer is encapsulation. Encapsulation, or the 
sealing off of disintegrating asbestos, is an alternate 
method of asbestos control that may be preferable to 
removal in certain circumstances. 


The answer is requires in a renovation that a 
residential contractor be trained and certified. 
The EPA requires that sellers or landlords must 
disclose known information on lead-based paint 
and hazards for residential buildings built before 


1978. Lead-based paint is harmful when ingested or 
inhaled. 


The answer is alkyd oil-based paint. Lead was used 
as a pigment and drying agent in alkyd oil-based 
paint that is common on doors, windows, and other 
woodwork. The federal government estimates that 
lead is present in about 75% of all private housing 


built before 1978. 
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‘The answer is insulating foam. In the 1970s, many 
homeowners had urea-formaldehyde foam insulation 
installed in their homes to conserve energy. 


The answer is known lead-based paint hazards be 
disclosed. HUD issued the Lead-Based Paint Hazard 
Reduction Act of 1992, which requires disclosure 

of any known lead-based paint hazards to potential 
buyers or renters. 


The answer is a known human carcinogen. Radon 
can cause health problems and has been classified as 
a Class A known human carcinogen. It can be found 
anywhere in the United States. 


The answer is addressed by EPA regulations. The 
federal underground storage tank program is 
regulated by the EPA. The regulations apply to 
tanks that contain hazardous substances or liquid 
petroleum products and that store at least 10% of 
their volume underground. 


The answer is a major problem in the United States. 
According to the EPA, approximately 40% of the 

3 million to 5 million underground storage tanks 
that exist in the United States are leaking. 


The answer is impose strict, join and several, and 
retroactive liability on potentially responsible parties. 
Strict liability means that the owner is responsible to 
the injured party without excuse. Joint and several 
liability means that each of the individual owners 

is personally responsible for the total damages. If 
only one of the owners is financially able to handle 
the total damages, that owner must pay the total 
and collect the proportionate shares from the other 
owners whenever possible. Retroactive liability 
means that the liability is not limited to the current 
owner but includes people who have owned the site 
in the past. 


The answer is lung disease. Lung disease can be 


caused by asbestos dust. 
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assemblage, 322 
assessment, 297, 304 
asset management, 378, 394 
assigned agency, 148 
assignment, 195, 218, 343 
explanation, 195 
of lease, 343 
of mortgage, 218 
associate licensee, 2 
assumption, 219, 233, 245 
deed of trust, 219, 233 
FHA-insured loans, 245 
mortgage, 219, 233 
attachment, 28, 302 
attorney fees, 282 
attorney’s opinion of title , 262 
automated underwriting, 253, 256 
automatic extension clause, 163 


bail bond lien, 302 

bargain and sale deed, 89, 98 
base lines, 71 

benchmarks, 77, 79 


beneficial use, 25 


beneficiary, 55, 216, 232 
bequest, 99 
bilateral contract, 191, 204 
binder, 199 
blanket loan, 248, 255 
blockbusting, 363, 390 
bond for title, 203 
breach of contract, 195, 204 
breach of lease, 348, 351 
broker, 2, 132, 173, 263, 281, 368 
closing role of, 263 
commission, 281 
compensation, 132 
definition of, 2, 132 
fair housing implications, 368 
responsibility, 173 
salesperson relationship, 132 
brokerage, 2, 12, 117, 122, 132, 164 
business, 117 
definition of, 2, 12, 117 
fee for services, 122, 132 
listing agreement considerations, 164 
broker protection clause, 163, 184 
broker’s compensation, 120 
broker's fee, 120 
broker’s price opinion (BPO), 312, 332 
brownfields, 430, 435 
brownfields law, 430 
budget comparison statement, 382 
buffer zones, 402, 412 
building codes, 405, 412 
Building Owners and Managers Association 
International (BOMA), 378 
Building Owners and Managers Institute 
International (BOMI), 378 
building permit, 405 
building-related illness (BRI), 388 
bulk zoning, 402, 412 
bundle of legal rights, 18, 28 
business interruption insurance, 392 
buydown, 249, 256 
buyer, 123, 141, 142, 146, 174, 177, 195, 
260, 266, 289 
agent duties to, 142 
closing issues, 260 
closing requirements, 289 
default, 195 
escrow closing, 266 
implied agency with, 141 
possession, 174 
representation, 146, 177 
services, 123 
buyer agency agreement, 140, 176 
definition of, 140, 176 
buyer-broker agreement, 153 
buyer's agent, 153 


calendar year, 285 
call clause, 220 
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CAN-SPAM Act, 131, 133 
capitalization rate, 328, 329 
capping, 429 
carbon monoxide (CO), 424, 434 
care, 142, 153 
careers, 2 
cash flow, 381 
report, 381 
casualty insurance, 392 
certificate of eligibility, 246 
certificate of occupancy, 405, 412 
certificate of reasonable value (CRV), 246 
certificate of sale, 299 
certificate of title, 108 
chain of title, 105, 111 
change, 321 
chattel, 28 
items included in, 28 
Chicago City Datum, 77 
Children’s Online Privacy Protection Act 
(COPPA), 131 
chlorofluorocarbons (CFCs), 425, 434 
Civil Rights Act of 1866, 356, 370 


Civil Rights Act of 1968, Title VIII, 357, 370 


Clean Air Act Amendments, 423 
client, 139 
closing, 174, 259, 260, 264, 265, 266, 284, 
289 
agent, 265 
conducting, 264 
definition, 259, 289 
escrow, 264, 266 
explanation, 260 
officer, 265 
preclosing procedures, 260 
proposed dates, 174 
prorations, 284 
Closing Disclosure (CD), 274, 289 
closing requirements, 289 
closing statement, 280, 281 
explanation, 281 
preparation, 280 
provisions, 
cloud on the title, 42, 90, 106, 111 
code of ethics, 127 
coinsurance clause, 229, 393 
COLDAC (Care, Obedience, Loyalty, 
Disclosure, Accounting, Confidentiality), 
153 
collateral, 294 
commercial banks, 239 
commercial insurance, 392 
commercial property, 4 
commission, 120, 121, 122, 174 
100%, 121 
calculation, 174 
plans, 122 
provisions, 120 
common elements, 5, 59, 63 
common law, 153 
community association management, 377 
Community Associations Institute (CAI), 
378 
community facilities, 401 
community property, 55 
Community Reinvestment Act (CRA), 253 
comparative market analysis (CMA), 311, 
332 


compensation, 141, 380 
agency and, 141 
property manager, 380 
competition, 321 
Comprehensive Environmental Response, 
Compensation, and Liability Act 
(CERCLA), 430, 435 
Comprehensive Loss Underwriting Exchange 
(CLUB), 230 
comprehensive plan, 400, 412 
concierge services, 378 
condemnation, 43 
conditional sales contract, 203 
conditional-use permit, 404 
condo fees, 61 
condominium, 5, 59, 76, 77, 392 
insurance needs, 392 
laws, 76 
legal description, 77 
ownership, 5, 59 
confidentiality, 144, 153 
conforming loan, 243 
conformity, 321 
consent, 193 
consequential loss insurance, 392 
consideration, 86, 98, 192, 341 
deed requirements, 86, 98 
explanation, 192 
lease provisions, 341 
construction cost, 9 
construction loan, 249, 255 
constructive eviction, 348 
constructive notice, 104, 111 
consumer confidence, 10 
Consumer Financial Protection Bureau 
(CFPB), 228 
consummation, 264 
contents and personal property insurance, 
392 
contingency, 201 
contingency clauses, 200 
continuing education, 4 
contract, 139, 149, 153, 173, 190, 191, 193, 
194, 195, 196, 197, 204 
breach of, 195, 204 
broker, 139, 149, 153 
classification, 190 
definition, 190 
discharge of, 194, 204 
elements of, 190 
issues, 191 
law, 190 
party to, 173 
performance of, 194 
real estate, 197 
termination, 196 
validity of, 193 
contribution, 321 
conventional loan, 243, 255 
conversion, 144 
conversion option, 223 
converted-use property, 6 
cooperative, 6, 61, 64, 392 
definition of, 6 
insurance needs, 392 
ownership, 61 
title, 64 


coordinator, 149 


co-ownership, 50, 63 

corporate deeds, 88 

corporate property manager, 378, 394 

corporation, 57, 303, 305 

corrective maintenance, 387 

cost allocation, 380 

cost approach, 325, 332 

cost-benefit analysis, 383 

counseling, 4, 12 

counteroffer, 198 

court injunction, 408 

covenants, conditions, and restrictions 

(CC&Rs), 39, 407 

credit, 281 

creditor, 251 

credit score, 256 

credit unions, 239 

current replacement cost, 393 

curtesy, 37 

customer, 125, 139, 149, 153 
agent’s duties to, 149 
allocation, 125 
definition of, 139, 153 


customer-level service, 149 


D 


datum, 77 
debit, 281 
decedent’s property, conveyance of, 94 
deed, 18, 38, 84, 88, 91, 219, 226, 232, 233 
definition of, 18, 84 
delivery and acceptance, 88 
executed pursuant to a court order, 91 
in lieu of foreclosure, 226, 233 
of reconveyance, 219, 232 
restriction in, 38 
deed of trust, 90, 216, 217, 219, 220 
assumption of, 219 
definition, 90 
priority of, 220 
three parties, 217 
two-party, 216 
default, 218 
defeasance clause, 218, 232 
deficiency judgment, 233 
demand, 8, 10, 12 
factors affecting, 10, 12 
market forces, 8 
price relationship, 12 
demographics, 10 
density zoning, 407 
Department of Housing and Urban 
Development (HUD), 242, 358 
Department of Veterans Affairs (VA), 211 
depreciation, 326, 327 
classes, 327 
definition, 326 
methods, 327 
descent and distribution statute, 96, 99 
designated agency, 148 
designated agent, 148, 154 
Desktop Underwriter, 254 
developer, 412 
development, 3, 12 
definition of, 3, 12 
devise, 95, 99 
devisee, 95, 99 


diminishing returns, law of, 322 
direct ownership, 412 
direct reduction loan, 221 
disability, 360, 370 
definition, 360, 370 
reasonable accommodation, 360 
reasonable modification, 360 
disclaimer, 128 
disclosed dual agency, 147, 148 
disclosure, 143, 145, 151, 153, 154, 165, 
185, 251, 433 
environmental hazards, 151, 433 
fiduciary duty of, 143, 153 
finance charge, 251 
latent defect, 154 
listing agreement, 165 
of agency, 145, 185 
of property condition, 151, 185 
seller, 154 
discount points, 214, 245 
discount rate, 9 
Dodd-Frank See Wall Street Reform and 
Consumer Protection Act of 2010 (Dodd- 
Frank), 228 
dominant tenement, 39 
dower, 37 
dual agency, 147, 153 
due diligence, 104, 111 
due-on-sale clause, 220, 233 
DUST (Demand, Utility, Scarcity, 
Transferability), 332 


E 


earnest money, 199 
easement, 39, 40, 41, 45 
by necessity, 40 
by prescription, 40, 45 
creation, 40, 45 
definition of, 39 
in gross, 40, 45 
termination, 41, 45 
easement appurtenant, 39 
Easton v. Strassburger, 151 
economic age-life method, 327, 332 
economic trends, 10 
Eddy v. B.S.T.V., 426 
education, 4 
effects test, 366 
electronic contracting, 133 
electronic fund transfer (EFT), 266 
electronic recording, 105 
Electronic Signatures in Global and National 
Commerce Act (E-Sign), 129, 130, 133 
Electronic Signatures in Global and National 
Commerce Act (E-Sign Act), 201 
elevation measurement, 76, 79 
email, 128 
emblements, 28 
eminent domain, 43, 98 
definition of, 43, 98 
employee, 119, 132 
employment, 10, 184 
contract, 184 
market influence, 10 
enabling acts, 42, 400 
encapsulation, 419 
encroachment, 42, 45 


encumbrance, 38, 45, 89, 175, 294, 304 
classification, 38 
covenant against, 89 
definition of, 45, 294, 304 
listing agreement considerations, 175 
end loan, 249 
endowment funds, 240 
energy conservation, 401 
environmental auditors, 432 
environmental hazard, 433 
disclosure of, 433 
environmental impact report, 406 
environmental impact statement (EIS), 433 
environmental issues, 418, 435 
environmental law, 9 
Environmental Protection Agency (EPA), 430 
environmental regulation, 9 
environmental site assessment (ESA), 433 
Equal Credit Opportunity Act (ECOA), 176, 
252, 256, 380, 390, 395 
equal opportunity statement, 380 
fair housing, 252 
lending practice, 256 
listing agreement wording, 176 
property management, 390, 395 
equalization factor, 298, 304 
equitable lien, 303 
equitable right of redemption, 226, 233, 304 
defaulting borrower, 226, 233 
delinquent taxpayer, 304 
equitable title, 199 
equity, 11 
errors and omissions (E&O) insurance, 142, 
393 
escheat, 44, 98 
escrow account, 219, 232, 268, 283 
closing statement, 283 
excessive deposits, 268 
purpose of, 219, 232 
escrow agent, 289 
escrow closing, 266 
escrow holder, 289 
estate, 34, 302, 305, 339, 340, 350 
at sufferance, 340, 350 
at will, 340, 350 
definition of, 34 
for years, 339, 350 
from period to period, 339, 350 
in land, 34 
tax, 302, 305 
ethics, 126 
exclusive agency listing, 161, 184 
exclusive right-to-sell listing, 160, 184 
executed contract, 191, 204 
executory contract, 191, 204 
expense report, 381 
express agency, 140 
express agreement, 140 
express contract, 190, 204 
extension clause, 163 
external obsolescence, 327 


Facebook, 128 
face-to-face closing, 265 
facilitator, 139, 149, 153 
fact, 150 
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fair housing, 363 
practices, 363 
Fair Housing Act, 152, 343, 367, 370, 390, 
395 
accessibility, 343 
disclosures under, 152 
enforcement, 367, 370 
exemptions, 370 
property management provisions, 390, 
395 
Fair Housing Amendments Act of 1988, 357, 
370 
familial status, 358, 370 
Fannie Mae, 241, 243, 244, 254, 255 
automated underwriting, 254 
Loan limits, 244 
pMI provisions, 255 
qualification guidelines, 243 
secondary mortgage market, 241, 255 
Farm Credit System, 248 
Farm Service Agency (FSA), 247, 255 
Farmer Mac, 248 
Federal Bureau of Investigation (FBI), 152 
Federal Deposit Insurance Corporation 
(FDIC), 239 
Federal Emergency Management Agency 
(FEMA), 230, 231 
Federal Housing Finance Agency (FHFA), 
243 
Federal Interstate Land Sales Full Disclosure 
Act, 413 
federally related transaction, 310 
Federal Reserve System (Fed), 9, 238, 255 
Federal Trade Commission (FTC), 130 
fee simple defeasible, 35 
fee simple determinable, 35 
fee simple estate, 34 
fee simple subject to a condition subsequent, 
35 
fee-splitting, 268 
FHA-insured loan, 244, 245, 247, 255 
discount points, 245 
explanation, 255 
up-front premium, 245 
FICO Score, 212 
fiduciary, 55, 139, 142, 239 
definition of, 139 
duties, 142 
lender, 239 
relationship, 142 
responsibilities, 142 
trustee, 55 
finance, 220, 238, 239, 248, 250, 324 
charges, 239 
concessions, 324 
legislation, 250 
market, 238 
techniques, 220, 248 
Financial Institutions Reform, Recovery, and 
Enforcement Act of 1989 (FIRREA), 310 
financing, 3, 12 
fire and hazard insurance, 392 
first mortgage lien, 300, 304 
fixture, 20, 29 
categories, 20 
definition of, 20, 29 
examples of, 20 
legal tests, 29 
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flood insurance, 230, 392 
flood insurance reserves, 219 
forbearance, 227 
foreclosure, 215, 224, 225, 226, 233 
deed in lieu of, 226 
deficiency judgment, 233 
definition, 224 
methods, 225 
redemption, 226 
formaldehyde, 423, 434 
Formaldehyde Standards for Composite 
Wood Products Act, 424 
for sale by owners (FSBO), 124 
Fourteenth Amendment, 403 
fracking, 22, 427 
fraud, 150, 154 
Freddie Mac, 241, 253, 255 
automated underwriting, 253 
pMI provisions, 255 
secondary mortgage market, 241, 255 
freehold estate, 34, 45 
friendly foreclosure, 226 
fructus industriales, 28 
full consideration, 91 
fully amortized loan, 221 
functional obsolescence, 327 
funding fee, 283 
further assurance, covenant of, 89 
future interest, 36 


G 


general agent, 144, 153 
definition, 144, 153 
general data, 312 
general liability insurance, 392 
general lien, 294 
general partner, 57 
general real estate tax, 296 
general warranty deed, 88, 98 
Ginnie Mae (Government National Mortgage 
Association), 9, 242, 255 
GIVEN (Gross, Income, Vacancy, Expense, 
Net operating income), 327 
governmental powers, 42 
government-sponsored enterprises (GSEs), 
215, 241 
government survey system, 71, 79 
graduated commission split, 122 
graduated lease, 346, 351 
grantee, 84, 85, 98 
definition of, 84 
requirements, 85, 98 
granting clause, 86, 98 
grantor, 84, 85, 87, 98 
definition of, 84, 98 
requirements, 85, 98 
signature, 87 
grantor’s tax, 91 
gratuitous agency, 141 
gross income multiplier (GIM), 330 
gross lease, 345, 350 
gross rent multiplier (GRM), 330 
ground lease, 346, 351 
groundwater, 426, 434 
group boycott, 125 
growing-equity mortgage, 223 


H 


habendum clause, 86, 98 
Hannah v. Sibcy Cline Realtors, 357 
hazardous substances, 418 
Helping Families Save Their Homes Act, 251 
highrise development, 6 
hold harmless wording, 176 
holdover tenancy, 339, 340 
home equity line of credit (HELOC), 250, 
256 
home equity loan, 250, 256 
home inspection, 3 
homeowners association (HOA), 60 
home ownership, 5, 11 
housing types, 5 
investment considerations, 11 
tax benefits, 11 
homeowners insurance policy, 228 
homestead, 37 
home warranty program, 175 
horizontal property acts, 59 
housing, 358 
definition, 358 
Housing and Community Development Act, 
357, 370 
housing expense ratio, 212 
Housing for Older Persons Act (HOPA), 358 
housing needs, 401 
hydraulic fracturing, 22, 427 
hypothecation, 215 


immobility, 8, 12, 17 
impact fees, 406 
implied agency, 140, 148 
implied agreement, 141 
implied contract, 204 
impound account, 219, 232, 283 
closing statement, 283 
purpose of, 219, 232 
improvement, 3, 17, 26, 342 
definition of, 17 
land value and, 26 
leased property, 342 
types of, 3 
Improvement Location Certificate (ILC), 76 
incentive zoning, 403, 412 
income, 381 
income approach, 327, 332 
increasing returns, law of, 322 
indemnification, 176 
independent contractor, 119, 132 
indestructibility, 17 
index, 223 
index lease, 346, 351 
individual retirement account (IRA), 11 
industrial property, 4 
informed consent, 147 
inheritance tax, 302, 305 
in-house sale, 148 
innocent landowner immunity, 431 
inspection contingency, 201 
Institute of Real Estate Management (IREM), 
378 
insurance, 219, 239, 283, 392, 393 
claims, 393 


companies, 239 


reserve, 219, 283 
types, 392 
interest, 52, 213 
finance principles, 213 
unity of, 52 
interest-only loan, 221 
interim financing, 249 
intermediary, 139, 153 
intermin interest, 286 
Internal Revenue Service (IRS), 62, 119, 264, 
289, 303, 305 
closing requirements, 289 
cooperative treatment by, 62 
non-employee status, 119 
reporting requirements, 264 
tax lien, 303, 305 
International Association of Assessing 
Officers, 311 
International Council of Shopping Centers 
(ICSC), 379 
International Right of Way Association, 311 
internet, 127, 129, 133 
advertising, 129 
data exchange policy, 127 
value of, 133 
Internet Data Exchange (IDX) policy, 133 
Interstate Land Sales Full Disclosure Act, 411 
inverse condemnation, 44 
investment, 26, 240 
group financing, 240 
involuntary alienation, 92, 98 
involuntary lien, 303 


J 


joint and several liability, 431 
joint tenancy, 51 

judgment, 301, 305 

judicial foreclosure, 225 
junior lien, 220, 300 


kickbacks, 267, 280 


labor force, 9 
supply factor, 9 

laches, 408 

land, 16, 17, 26, 28, 78, 79, 203, 406, 411 
definition of, 16, 28 
development plan, 406 
economic characteristics, 26 
measurement, 78, 79 
physical characteristics of, 17 
sales, 203, 411 

land contract, 203 

landfill, 429 

land use, 4, 400, 401, 412 
controls, 400 
planners, 4 
regulations, 412 
systematic planning, 401 

latent defects, 151, 154 

law of diminishing returns, 322 

law of increasing returns, 322 


lead, 420, 434 


lead-based paint, 421, 434 
renovation, Repair, and Painting 
(RR&P) program, 421 
Lead-Based Paint Hazard Reduction Act 
(LBPHRA), 420 
lease, 338, 341, 342, 345, 346, 347, 348, 
350, 351 
agreement, 341 
breach of, 348 
definition, 338, 350 
discharge of, 347 
purchase, 346, 351 
requirements, 341, 350 
term, 342 
terminated, 347 
types of, 345 
leased equipment, 174 
leasehold estate, 34, 338 
leasing agent, 378, 394 
legal capacity, 193, 341 
legal description, 67, 68, 86, 98 
deed requirements, 86, 98 
definition of, 67 
methods, 68 
legal life estate, 37 
legal objectives, 341 
legal purpose, 193 
lessee, 338 
lessor, 338 
letter of intent, 192 
level-payment loan, 221 
liability coverage, 229 
licensee, 2 
license law, 27, 116 
license (privilege), 41, 45 
licensing authority, 116 
lien, 38, 294, 295, 296, 301, 304 
classification, 294 
definition of, 38, 294, 304 
effects on title, 295 
priority, 295, 304 
real estate tax, 296 
types of, 294 
waiver, 301 
lien theory, 215 
life estate, 34, 36 
life tenant, 36 
limited agent, 145 
limited liability company (LLC), 58 
limited partnership, 57 
LinkedIn, 129 
liquidated damages, 200, 204 
lis pendens, 42, 302, 305 
listing agreement, 140, 160, 164, 165, 173, 
184 
considerations, 173 
definition of, 184 
disclosures, 165 
information needed, 164 
purpose of, 140 
termination, 184 
types of, 160 
listing period, 164 
listing price, 173 
living trust, 56 
loan, 214, 283 
fees, 283 
origination fee, 214 


Loan Estimate, 269 
Loan Estimate (LE), 289 

closing requirements, 289 
Loan Prospector, 253 
loan-to-value ratio (LTV), 242, 255 
local improvement district (LID), 300 
location, 26, 324 
loss of rent insurance, 392 
lot-and-block system, 74, 79 
loyalty, 143, 153 


maker of promissory note, 213 
management agreement, 12 
management plan, 380 
managing broker, 2, 118 
manufactured home, 6, 28, 377 
as chattel, 28 
ownership, 6 
property management, 377 
margin, 125, 223 
allocation, 125 
definition of, 223 
function of, 223 
market, 8, 12, 323, 324, 332 
conditions, 324 
data approach, 323, 332 
marketable title, 107, 111 
Marketable Title Act, 106 
market price, 320 
definition of, 320 
market value versus, 320 
market value, 320, 332 
cost versus, 320 
definition of, 320, 332 
determinants, 320 
married couples, 54 
property ownership by, 54 
master plan, 400, 412 
master-planned community, 6 
material cost, 9 
mechanic’ lien, 300, 304 
Megan’s Law, 152 
membership camping, 62 
mental capacity, 194 
metes-and-bounds, 74, 79 
mile, 79 
mill, 298 
minimum level of service, 123, 132 
mixed-use developments (MUD), 6 
mixed-use property, 4 
Model Real Estate Time-Share Act, 62 
modular homes, 6 
mold, 425, 426, 434 
money judgment, 301 
monument, 68, 77, 79 
definition of, 68 
in lot-and-block system, 79 
types, 77 
mortgage factor chart, 221, 222 
mortgage, 201, 211, 215, 219, 220, 233, 
240, 241, 242, 262 
assumption of, 219, 233 
banking companies, 240 
brokers, 240 
contingency, 201 
definition, 215 
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Loan programs, 242 
pools, 241 
priority of, 220, 233 
recording, 220 
reduction certificate, 262 
subject to, 219, 233 
terms, 211 
Mortgage Disclosure Improvement Act 
(MDIA), 280 
mortgagee, 215, 232 
mortgage insurance premium (MIP), 245, 
255, 283 
mortgage lien, 218, 300, 304 
priority, 300, 304 
release of, 218 
mortgage servicing transfer statement, 268 
mortgagor, 215, 217, 232 
multiperil policies, 392 
multiple listing clause, 161 
multiple listing service (MLS), 161, 162, 184 
advantages, 162 
contractual obligations, 162 
membership benefits, 162 
purpose, 184 
mutual agreement, 196 


National Apartment Association (NAA), 379 
National Association of Home Builders 
(NAHB), 379 
National Association of Real Estate Brokers 
(NAREB), 127 
National Association of REALTORS (NAR), 
126, 127 
affiliated organizations, 126 
internet listing display policy, 127 
National Association of REALTORS(NAR), 
127 
National Association of Residential Property 
Managers (NARPM), 379 
National Conference of Comissioners on 
Uniform State Laws, 349 
National Do Not Call Registry, 130, 133 
National Flood Insurance Act, 230 
National Flood Insurance Program (NFIP), 
230, 231, 392 
Community Rating System, 230 
National Flood Insurance Reform Act of 
1994, 219, 232 
National Geospatial Advisory Committee, 68 
nationwide Mortgage Licensing System and 
Registry (NMLS), 240 
navigable waters, 24 
negligent misrepresentation, 150, 154 
negotiable instrument, 213 
net lease, 345, 350 
net listing, 161, 184 
net operating income (NOI), 328, 329 
niche marketing, 10 
nonagency, 149 
nonagent, 139, 149, 153 
definition, 139, 153 
expectations of, 149 
nonconforming loan, 243, 255 
nonconforming use, 403 
nondiscrimination wording, 176 
nondisturbance clause, 344 
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nonfreehold estate, 34 
nonhomogeneity, 17 
nonjudicial foreclosure, 225 
note, 213 
notice, 104 
notice of nonresponsibility, 301 
novation, 195, 204, 220 
definition of, 195, 204 
mortgage assumption and, 220 


of the parties, 195 


(0) 


obedience, 142, 153 
offer, 192, 341 
defintiton of, 192 
lease provisions, 341 
termination, 192 
offeree, 192 
offeror, 192 


Office of the Comptroller of the Currency 


(OCC), 239 
off-site improvements, 3 
oil and gas lease, 346, 351 
on-site improvements, 3 
open-end loan, 249, 255 
open listing, 161, 184 
operating budget, 381 
operation of law, 196, 204 
opinion, 150 
opinion of title, 108 
option, 202 
optionee, 202 
optionor, 202 
options, 344 
lease, 344 
opt-out provision, 127 
owner financing, 203 
ownership, 18, 57, 108, 175 
by business organizations, 57 
evidence of, 175 
proof of, 108 
rights, 18 
types of, 


owner's title insurance, 110, 111 


P 


package loan, 248, 255 

paid outside of closing (POC), 283 

paint inspection, 420 

panic selling, 363 

partial performance, 196, 204 

partial release clause, 248, 255 

partition, 54 

partnership, 57 

party wall, 39 

passing papers, 264 

payment cap, 223 

payoff, 213 

payoff statement, 262 

payor, 213 

pension funds, 239 

percentage lease, 345, 350 

performance, 195, 196, 204 
impossibility of, 196, 204 
of contract, 204 
suit for specific, 195 


periodic tenancy, 339, 350 
permanence of, 26 
permits, 412 
permitted use, 412 
perpetual lease, 342 
personal assistant, 120 
personal property, 28, 174 
items included in, 28 
listing agreement provisions, 174 
PETE (Police power, Eminent domain, 
Taxation, Escheat), 42, 45 
physical deterioration, 327 
physical features, 324 
PITI (Principal, Interest, Taxes, Insurance), 
211 
planned unit development (PUD), 6, 402, 
412 
plat map, 79, 412 
plats, 407 
Plessy v. Ferguson, 356 
plottage, 322 
point of beginning (POB), 68 
points, 214 
police power, 42, 400, 412 
polychlorinated biphenyls (PCBs), 424, 434 
population, 10 
possession, 50, 52, 341 
lease provisions, 341 
unity of, 50, 52 
potentially responsible parties (PRPs), 431 
power of attorney, 87 
power-of-sale clause, 225, 233 
preferred lien, 300 
preliminary title report, 108 
prepaid items, 285, 287 
definition, 285 
proration, 287 
prepayment penalty, 214 
prescriptive easement, 40, 45 
preventive maintenance, 386 
price-fixing, 124 
primary mortgage market, 239, 255 
principal, 139, 140, 142 
agent duties to, 142 
agent relationship, 140 
definition of, 139 
duties of, 140 
principal meridians, 71 
priority, 105, 220, 233 
private land-use controls, 407, 412 
private mortgage insurance (PMI), 244, 255, 
284 
private restrictions, 408, 412 
probate, 95, 96, 99 
definition of, 95 
proceedings, 96 
purpose of, 96 
procuring cause, 121 
professional assistant, 120 
professional organizations, 126 
profit and loss statement, 382, 394 
progression, 323 
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